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25th Anniversary 








The year 2002 marks our 25 anniversary. Twenty-five years of 
service by Deposit Insurance Corporation of Ontario (DICO) and its 
predecessor organization, the Ontario Share and Deposit Insurance 
Corporation (OSDIC), have ensured that Ontario's record remains 


unblemished - No depositor has ever lost any deposits placed with a 


credit union or caisse populaire. 





Office 


Deposit Insurance Corporation of Ontario 
4711 Yonge Street, Suite 700 

Toronto, Ontario 

M2N 6K8 

(416) 325-9444 

1-800-268-6653 Toll Free 

FAX: (416) 325-9722 

Internet site http://www.dico.com 


E-mail:dico@dico.com 


Publications available on DICO Web site 


Corporate 
¢ Annual Report 
¢ Corporate Plan 


Member Institutions Information 
* Application Guide By-law # 6, SBFP, Impaired Loans 
* Dialogue, Newsletter on Sound Business and Financial Practices 
* Director's Benchmarking Report (User's Guide) 
Director's Benchmarking Report (Technical Supplement) 
Director's Handbook 
Guide to DICO's OSV Process 
* How Your Deposits Are Insured 
* League Return (LR) & Annual League Return (ALR) Completion 
Guides 
* Member Institution Return (MIR) & Annual Member Institution 
Return (AMIR) Completion Guide 
* OSV Interpretive Bulletin 
* System Outlook 
* System Releases 
* Virtual Encyclopedia (Reference Manual) 


ds Printed on recycled paper 


Margaret C. McNee 
Chair of the Board 


CONTENTS 

Transmittal Letters... inci oes en 1 
Planning and Accountability Framework......................... 2 
Mission Statement and Corporate Governance .................... 3 
Sub-Committees of ihe Boatd) ere. 5 ee 4 
Message fromthe Chait 7550s. 0., neem een ne 5 
Board: of Directors + act: lstrtert tae ese een ii 
DICO 2002 Activities and Accomplishments - CEO's Report .......... 9 
Management's Responsibility 99.2 5.4.2 cee eee 16 
Auditors Reporte: ci ccc acasc, conus codec teeta eee 16 
Statement of Finarietal POSitiOn| manent hen ene ee 17 


Statement of Operations and Changes in the Deposit Insurance Fund . .18 


Statement: of Cash FOWS ac. tae eee en ee 19 
Notes to Financial: Statementsi.- a meen eee ee 20 
Corporation's Report on Liquidations......................0-.. 23 
AUCITOTS® REDOTt Sere.c.caeos reece a nen nee era eRe tee a 23 
Statement of Combined Assets and Creditors’ Claims 

under the Control of the Corporation as Liquidator .............. 24 
Statement of Changes in Combined Assets and Creditors’ Claims... . . 25 
Notes to Statement of Combined Assets and Creditors’ 

Claims under the Control of the Corporation as Liquidator 22... suee 26 
List of Member Instititions: acess me ae 27 





4711 Yonge Street 4711, rue Yonge ® 

Suite 700 Bureau 700 O nta l O 
Toronto ON M2N 6K8 Toronto (Ontario) M2N 6K8 

Telephone: 416-325-9444 Téléphone : 416 325-9444 

Toll Free: 1-800-268-6653 Sans frais: 1 800 268-6653 Deposit Insurance 

Fax: 416-325-9722 Télécopieur : 416 325-9722 


Corporation of Ontario 


Société ontarienne 
d'assurance-dépots 


Wm. D. (Bill) Spinney 
Acting Chair of the Board 
Président par intérim du Conseil d'administration 


February 26, 2003 
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Dear Minister: 
As the recently appointed Acting Chair, I have the honour to submit to you and the Superintendent 


of the Financial Services Commission of Ontario the Annual Report of the Deposit Insurance 
Corporation of Ontario for the 12 month period ended December 31, 2002. 
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Planning and Accountability Framework 


Credit Unions and Caisses Populaires Act 


Management Board of Cabinet 


Minister of Finance 


For the protection of depositors: 


Deposit 
surant 





... While minimizing exposure to losses. 


Planning Accountability 


Employee performan ct 


— evaluation — 





Mission 
To protect depositors 


Vision 
We will support the Ontario Credit Union and Caisse 
Populaire System by providing depositor protection, 
building financial soundness and working in 
collaboration with stakeholders. 


Values 

In all our activities we will strive to: 

e Act with professionalism and integrity; 

e Provide value; 

e Be proactive and innovative; 

e Recognize and respect the principles, values and 
diversity of the credit union/caisse populaire system; 

e Collaborate with stakeholders; 

e Recognize the diversity and acknowledge the 
importance of our staff; 

e Provide an environment where employees are 
treated fairly, and given opportunity and 
encouragement to develop their potential. 


Deposit Insurance Corporation of Ontario 
Staff 


Kwabena AmoahAdrienne Barber*Vera Barre Suzanne Boyer*Alla Brachman+ 
Barry Brydges*John BurgmaneRichard Dale*Judi Denison¢ Tony D'Erricoe 
Bob EdmisoneBrigitte Elie*Bill Foster*Leslie Fraser*Carmen Gheorghe 
Sharon HasletteJohn HuttoneLori Ingram¢Entela Josifie Yasmin Khojae 

Steve Kokaliarise Peter LuskineJim Maxwell*Alana McLeary*Bryan McQuade 
Chrissi Nan*Danny PianezzaeAndy PoprawaHelen Poter*Fred Rickey* 

Andy Rechtshaffen*Mercedes Ruano*Hanif Sohani*Marie-Claude St-Germaine 


Rannie Turingan*Grace Wen* Michael White* Richard White* Winnie Yu. 
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Corporate Governance 


The Deposit Insurance Corporation of Ontario is an agency of the 
Province of Ontario established in 1977 and currently operates 
under the Credit Unions and Caisses Populaires Act, 1994. The Act 
sets out DICO's objects, powers and duties as well as general terms 
for deposit insurance and other governing parameters. DICO func- 
tions within the legal framework established by the Act, 
Management Board of Cabinet Secretariat Directive on Agency 
Establishment and Accountability and other applicable laws. The 
Corporation is ultimately accountable to the Legislature through the 
Minister of Finance for the conduct of its affairs. 





The Act requires that the DICO Board of Directors "shall manage the 
affairs or supervise the management of the affairs of the 
Corporation...". The Board of Directors is composed of up to eleven 
persons all of whom are appointed by the Lieutenant-Governor-in- 
Council to serve for various terms of usually up to three years. At 
least four of the members of the Board must be appointed from indi- 
viduals nominated by the credit union and caisse populaire move- 
ment. 





DICO follows a unique appointments process to ensure that it 
recruits the best qualified people to its Board. The Corporation has 
established a skills profile in addition to a position description for 
directors. DICO has also established a gender, experience, skills and 
geographic representation profile for the Board as a whole to ensure 
that it maintains an appropriate balance of these attributes. All poten- 
tial candidates for the Board are screened and interviewed by a com- 
mittee of the Board prior to being recommended for appointment to 
the Minister. In each case, DICO provides the Minister with more than 
one candidate for each position. Once the Minister has made a selec- 
tion, that recommendation is forwarded to the Cabinet for approval. 


DICO follows best practices in corporate governance including: 


a formal director orientation process; 
¢ continuous director development; 

e Board succession planning; 

e annual Board assessment and feedback; 
e regular in-camera sessions; and 
annual strategic planning session. 






The Board also establishes annual objectives for itself and measures 
its performance against those stated objectives. These include 
strategies for risk management and communication with stakehold- 
ers, executive management and management reporting and control. 


DICO is a member and active participant in the Conference Board of 
Canada's Corporate Governance Forum. This forum provides the 
Corporation with an insight into best and next practices for achieving 
excellence in governance. 






Visual Identity 
DICO has adopted the new logo as 


Onta rio part of Ontario’s Visual Identity 


Program. During 2003 new Deposit 


Deposit Insurance 
Corporation of Ontario 
Societé ontarienne 
d'assurance-dépots Other publications will be replaced 


Insurance Decals will be distributed 


to all of our member institutions. 


as supplies are used up. 





Sub-Committees of the Board (as at December 31, 2002) 


Audit and Finance Committee Human Resources Committee 

This committee reviews recommendations made by the internal This committee reviews and makes recommendations to the Board 
and external auditors regarding internal controls and procedures on policies relating to the Corporation’s human resources plans, 
and ensures that appropriate action is taken. The committee also compensation, employee benefits and related matters. 

reviews the investment policies and procedures as well as ¢ Ron Fitzgerald, Chair 

monthly and annual financial statements of the Corporation. ¢ Royal Poulin 

¢ Barbara Boake, Chair ¢ Bill Spinney 

e Laura Talbot-Allan e Margaret McNee, ex-officio 

¢ David Yule 


a Risk Management Committee 
e Margaret McNee, ex-officio ; Nat aaa 
; This committee reviews the principal risks to the Corporation 
Governance Committee ; ; a : 

. including deposit insurance risk exposure and makes recommen- 
This committee reviews and makes recommendations to the Pa: 

dations to the Board regarding risk assessment and risk manage- 
Board on governance, corporate policy issues, bylaws and policies. 4 mee 
; ment policies, programs and guidelines. 

The committee also acts as a co-ordinator of the Board for special 

. . * Bruce Neville, Chair 
projects such as corporate strategic planning. 

¢ Sherry MacDonald 
° Margaret McNee, Chair i . 
¢ Benoit Martin 

¢ Barbara Boake 


* Margaret McNee, ex-officio 
¢ Ron Fitzgerald 


e Bruce Neville 


DICO’s Board of Directors Meetings 2002 


# Meetings 
DICO Board 


Audit and Finance Committee 
Risk Management Committee 
Human Resources Committee 


Governance Committee 








Message from the Chair 





Margaret C. McNee 
Chair of the Board of Directors 


On behalf of the Board of Directors of DICO, I am 
pleased to report that the Corporation has completed 
another successful year of operations and achieved its 
major goals for the year: 


e No depositors lost their deposits placed with an 
Ontario credit union or caisse populaire; 

e There were no failures of member institutions and 
as a result there were no new claims against the 
deposit insurance reserve fund; 

e The cost of operations and deposit insurance to 
member institutions was minimized; 

e The deposit insurance reserve fund grew to $43.1 
million - ahead of target by $1.6 million; 

e Recoveries from past losses amounted to $5.1 mil- 
lion; and 

e A proposal for a deposit insurance reserve fund 
strategy was circulated to stakeholders for com- 
ment. 


By the end of 2002 DICO had met and exceeded the 
targets set out in the Corporate Plan 2001-2005 pub- 
lished in 2000. The plan called for an interim deposit 
insurance reserve fund of $35 million by the end of 
2005 and average premiums of about $1.13 per thou- 
sand of insured deposits in 2002. As a result of better 
than expected claims experience, recoveries on past 
losses and increased growth in the system, the interim 
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reserve fund target was exceeded during 2002 and 
average premiums have decreased to about $1.09 per 
thousand of insured deposits. 


The credit union and caisse populaire movement in 
Ontario has achieved a state of stable financial health 
and operational stability. Despite continuing consoli- 
dation within the system and competitive pressures, 
individual members continue to grow and expand 
their services to members. 


Total system assets are now $17.9 billion, an 

increase of 7.2% from the previous year. In spite of 
this substantial asset growth, the system's regulatory 
capital ratio as a percentage of assets increased by 10 
basis points (bp) to 6.9% - well above the statutory 
minimum requirement of 5%. For the first time in 
over fifteen years, every member institution met the 
minimum capital requirement. Finally, the level of 
compliance with DICO's standards of sound business 
and financial practices has continued to improve. 


The credit for these encouraging results belongs to 
the boards and management of our member institu- 
tions who have worked diligently to ensure that their 
credit unions and caisses populaires are operated in 
accordance with these high standards of safety and 
soundness. 


DICO's strategy for protecting depositors has been 
based on a proactive approach to risk assessment and 
management and rewarding low risk behaviour 
through lower premiums. Over the past ten years this 
approach has proven to significantly reduce losses to 
the insurance reserve fund and enhance the stability of 
the system. Given the improved financial condition of 
the industry, DICO is planning to review its strategic 
orientation to determine if changes are necessary. 
With this in mind, we plan on a review of our major 
programs in 2003 including By-law #5 - the 
Standards of Sound Business and Financial Practices, 
our OSV program and intervention criteria. We invite 
all of our stakeholders to participate in this review. 


I would like to take this opportunity to express my 
appreciation to all our Board members for their dedi- 
cation and professionalism in working together in the 
interests of all stakeholders. In particular, I would like 
to thank Heather Nicol, who retired from the Board 
this past year, for her tremendous contribution over 
the past five years. At the same time, I would like to 
welcome four new directors who joined the board in 
2002 - Laura Talbot-Allan, Sherry MacDonald, Royal 
Poulin and David Yule. As you will note from their 
respective biographies, our new directors bring a high 
level of skill, expertise and experience to the 
Corporation. On behalf of the Board, I would also 
like to express our appreciation to the staff and man- 


agement of DICO for their continuing support. 


Looking Forward 

As I have already noted, the system's stable financial 
and operational position has implications for DICO's 
strategic direction and risk tolerance. It has been our 
experience that well managed institutions that 
embrace high standards of business and financial 
practices are better equipped to face future chal- 
lenges. By building an appropriate deposit insurance 
reserve fund and putting in place strategies that will 
continue to reduce risk to the fund and, consequent- 
ly, to depositors and the government, DICO will be 
able to fulfil its mandate into the future. 


For 2003, we have identified a number of key 
priorities: 


e reviewing our strategic plan and direction; 


e completing our consultative process with stakehold- 
ers to finalize our deposit reserve fund strategy; 

e ensuring that an appropriate contingency financing 
arrangement is in place; 

e reviewing, and revising as necessary, our standards of 
sound business and financial practices by-law (By- 
law #5); and 

e improving our risk assessment, on-site verification 
(inspection) and risk management capabilities 
through improved technology and internal processes. 


In conclusion, we believe that our long-term strategic 
direction has supported our mandate to protect 
depositors and the system's goal to be more competi- 
tive and responsive to its members’ needs. By exercis- 
ing continued vigilance through our risk assessment 
and management programs and by building a strong 
financial base, DICO believes that we continue to 
protect depositors effectively, reduce the cost of 
depositor protection, and contribute to the stability 
of Ontario's credit unions and caisses populaires. We 
look forward to working with our stakeholders to 
achieve these goals. 


As I will be retiring from the Board in February, I 
would also like to thank all of our stakeholders for 
the opportunity to serve on the Board and as Chair 
for the past three years. I wish everyone continued 
success. 


On behalf of the Board of Directors, 


—MaryurWihee — 


Margaret C. McNee 
Chair 














Composition of DICO Board of Directors 


Margaret C. McNee is a Partner in the Toronto law firm of McMillan Binch where she practices 
securities and corporate law. She was seconded to the Ontario Securities Commission, Corporate 
Finance Branch from April 1990 to June 1991 to assist in various policy initiatives. In 1994, she acted 
as a consultant to the Financial Services Policy Branch of the Ontario Ministry of Finance. Ms. McNee 
was appointed Chair effective February 11, 2000; her term of appointment expires February 9, 2003. 











Barbara Boake is a Partner with McCarthy Tétrault in the Toronto office where she practices 
insolvency and financial restructuring law. She has acted as a senior advisor to the Minister of 
Finance (Ontario) on the regulation of financial institutions. She represents numerous banks, 
institutional investors, trustees and receivers. Ms. Boake was appointed on March 01, 2000 and 
her term expires on February 28, 2003. 








Ron Fitzgerald retired in 1997 as Chief Executive Officer of The Civil Service Cooperative Credit 
Society Limited (CS COOP). He was also Vice-President of The Association of Credit Unions of 
Ontario and represented independent credit unions at The Canadian Payments Association. He has 
been actively involved with credit unions since 1964. Mr. Fitzgerald was appointed on June 21, 2000 


and his term expires on June 20, 2003. 











Sherry MacDonald is a VP of Risk Management and Compliance at a major education savings plan 
organization with a focus on risk management of investment portfolios and adherence to regulatory 
requirements in operations. With more than thirteen years of financial management experience in the 
investment management and pension industries, she has specialized in start-up implementation of 
treasury and finance functions as SVP Finance and Chief Financial Officer. Ms. MacDonald was 
appointed on March 20, 2002 and her term expires on March 19, 2005. 








Benoit Martin retired as Electronics & Project Chief Engineer with Computing Devices Canada. His 
activities with the caisses populaires movement included the position of Chair and Vice Chair of La 
Fédération des caisses populaires de l'Ontario and member and Chair of various caisses populaires. 


Mr. Martin is also active in a number of community organizations. Mr. Martin was appointed 





February 1, 2001 and his term expires on February 1, 2004. 


Benoit Martin 
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Bruce Neville is a principal of Nexus Actuarial Consultants where he specializes in consulting to 
governments, their agencies and associations on the financing of workers’ compensation. Mr. Neville 
served on the Board of Credit Union Central of Ontario from 1988 to 1991. He has also served on 
the Board of MemberOne Credit Union (formerly WCB Credit Union) since 1982. Mr. Neville was 
appointed on May 1, 1997 and his term expires on June 6, 2003. 





Bruce Neville 





Royal Poulin is currently Chair of the Ontario Northland Transportation Commission. He also serves 
as Chair and Vice-Chair of various community and provincial boards. Over the years, Mr. Poulin 

has been actively involved in a number of community, municipal, and provincial organizations, in 
addition to being elected Mayor of Cache Bay, Ontario in 1971. Mr. Poulin was appointed on April 3, 
2002 and his term expires on April 2, 2005. 





Wm. D. (Bill) Spinney, Vice-Chair, is General Manager of Parry Sound Area Community Business and 
Development Centre which provides lending/mentoring to small businesses as well as Community 
Economic Development services. Bill has a background in administration and commercial credit with 
a Chartered bank as well as commercial and residential real estate brokerage. Mr. Spinney was 
appointed on March 31, 2000 and his term expires on March 30, 2003. 














Laura Talbot-Allan is the Vice President, University Relations at University of Waterloo, responsible 
for strong outreach communications, relations with all levels of business and government, and 
Strategic initiatives to generate external support including the $260 Million private sector Campaign. 
Previously, Laura held senior executive roles with several Canadian utilities, the federal government, 
and the Red Cross. She was also Vice Chairman of the CS Co-op Board, Chair of the Society 

of Management Accountants and remains involved with several environmental non-profits. 

Ms. Talbot-Allan was appointed on March 20, 2002 and her term expires on March 19, 2004. 








David Yule retired in 1997 as a partner with Ernst & Young where he was involved in their financial 
institution audit practice and their forensic accounting practice. He currently serves on several 
boards of directors and carries on a financial consulting practice. Mr. Yule was appointed on 
March 20, 2002 and his term expires on March 19, 2004. 





David Yule 





DICO 2002 Activities and Accomplishments - CEO's Report 





Andrew Poprawa 
President & CEO 


On behalf of the staff of DICO, I am pleased to 
provide an overview of the Ontario credit union and 
caisse populaire movement and to report on our 


progress in achieving DICO's corporate goals in 
2002. 


DICO’s Membership Profile 
At a glance.... 


2002 2001 
Number of Institutions 276 302 
Total Assets (billions) $17.9 $16.7 


Insured Deposits (billions) $14.5 $14 


Regulatory Capital ratio (leverage basis) 6.9% 6.8% 
Asset quality (loan costs as a % of average assets) 0.13% 0.16% 


Profitability (net income % of average assets) 0.37% 0.42% 


Membership Changes 


During 2002, the number of individual member 
institutions declined by 26 continuing a trend of 
consolidation that has been characteristic of the 
movement over the past fifteen years. One new credit 
union - Desjardins Credit Union was incorporated in 
2002, while the members of 4 institutions decided to 
dissolve and 25 others chose to merge or amalgamate 
with other member institutions. 
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Strong Asset and Deposit Growth 


Despite this consolidation in the movement, total on- 
balance sheet assets and deposits exhibited strong 
growth year over year of 7.2%. While the deposit mix 
remained relatively constant between demand, term 
and registered deposits, growth in asset categories was 
varied with commercial loan growth leading the way 
at 12.6%. In addition, off-balance sheet assets 
amounted to some $1.7 billion at the end of the year, 
an increase of about 24%. 


Capitalization Remains Strong 


Notwithstanding this asset growth, the aggregate cap- 
ital within the movement has increased to 7% of 
assets of which 4.6% represented retained earnings. 
Notably, as at the end of 2002, every individual 
member institution had met the prescribed statutory 
minimum of 5% for the first time since this require- 
ment was established. 


Asset Quality Improves 


As a result of prudent credit management, the 
system's asset quality, as measured by loan costs, has 
improved despite continued loan growth. In addition, 
the coverage ratio (loan allowances as a percentage of 
impaired loans) has steadily increased over the past 
three years indicating that member institutions are 
establishing prudent reserves in the event of future 
credit problems. 


THE ONTARIO SYSTEM ASSETS 
$BILLIONS 
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Profitability Under Pressure 


Profitability during 2002 continued to be impacted by 
the low interest rate environment in Canada resulting 
in a 11 basis point decrease in the aggregate financial 
margin. Improved controls over operating costs helped 
mitigate the effects of these lower margins. 


Adherence to Standards of Sound Business and Financial Practices 


Adherence to the industry's Standards of Sound 
Business and Financial Practices has improved signifi- 
cantly since their introduction in 1997. A new 
method of measuring adherence was introduced in 
2000 through On-Site Verifications and tied to a dif- 
ferential premium system in 2001. As a result, mem- 
ber institutions now have a financial incentive to 
improve their ratings. 


Distribution of Member Institutions By Premium Category 
DICO's differential premium system measures the 
aggregate risk profiles of institutions using quantita- 
tive and qualitative factors for five key components - 
capital, asset quality, adherence to standards of sound 
business and financial practices, earnings, and interest 
rate risk. Although earnings were lower in 2002 the 
percentage of system assets in the lower premium 
tiers increased. 


Tier Premium % of Aggregate Assets 


$ per $000 of insured deposits) 2002 2001 


$ 0.90 15% 13% 
$ 1.00 50% 44% 
$ 1.15 30% 33% 
$ 1.40 4% 9% 
$ 2.10 1% 1% 

100% 100% 





Summary 


Despite a low interest rate environment and contin- 
ued competition from domestic and foreign competi- 
tors, the credit union and caisse populaire movement 
is growing and expanding operations to serve 
Ontarians and their communities. 


DICO's Strategies and Objectives 


To fulfil its statutory mandate, DICO established five 
key corporate objectives in its Corporate Plan 2001 - 
2005" 


e Proactively assess and manage risk to the fund; 

e Minimize the cost of deposit insurance to member 
institutions; 

e Ensure that sufficient financial reserves are available 
to protect depositors’ funds; 

e Maintain collaborative relationships with our stake- 


holders; and 


e Be as efficient and effective as possible. 


We are pleased to report that significant progress has 
been made in achieving these objectives and the spe- 
cific goals outlined in our plan. 


Proactively Assess and Manage Risk to the Fund 
With the support of our stakeholders, DICO has 


implemented rigorous and disciplined processes to 
assess and manage the risk to the fund in order to 
protect the interests of depositors. These processes 
have assisted in the significant reduction of claims 
against the fund as well as improving the financial 
and operational health of our member institutions. 


During 2002 our specific goals included: 


e Verifying adherence with the Standards of Sound 
Business and Financial Practices by conducting 
On-Site Verifications (OSVs); 

e Identifying potential risks by conducting off-site 
monitoring risk assessment; 

e Providing member institutions with financial analy- 
sis and other information to assist in managing 
their risks; 

e Conducting research into emerging risks and pro- 
viding information to stakeholders; 

e Intervening in the affairs of member institutions 
where the risk to the fund was considered signifi- 
cant or where member institutions required assis- 
tance and guidance. 


2002 Results 


Adherence to Standards of Sound Business and Financial 
Practices 


DICO's Standards of Sound Business and Financial 
Practices (DICO By-law #5) are a key element of our 
risk assessment and management strategy. We believe 
that those member institutions that comply with 
these standards will significantly reduce the likelihood 
of problems and resulting intervention by DICO 

or the Financial Services Commission of Ontario 
(FSCO). Our analysis of the Member Institution 
Self-Assessment Report (MISAR) filings and the 
results of On-Site Verifications indicate the level of 
awareness and adherence has risen significantly over 
the past year. DICO has identified those member 
institutions that are in material, sustained non- 
compliance with the standards and is working with 
them to ensure that adherence is improved. 


On-Site Verification (OSV) 
DICO completed 126 On-Site Verifications in 2002. 


Pursuant to our agreement with the regulatory agency 
responsible for Ontario credit unions and caisses 
populaires, FSCO, these OSVs were conducted in 
accordance with agreed upon standards using external 
professional firms. A number of procedural issues and 
concerns have been raised by individual member 
institutions and industry representatives regarding the 
conduct of OSVs. DICO has committed to address 
these concerns to ensure that the program has the full 
support of the industry. 


Risk Assessment and Monitoring 
During 2002 DICO continued to refine its risk 


assessment processes through the use of new and 
innovative technologies. As at the end of the year, 61 
member institutions were filing their quarterly 
reports with DICO electronically thus reducing 
regulatory burden and cost. 


Providing Financial Analysis and Information 

DICO provides all member institutions with financial 
analysis and information regarding their condition 
and performance on a regular basis. These reports, 
which are available to our member institutions 
through DICO's Web site, assist in assessing 
performance relative to peer groups as well as the 
industry as a whole. 
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Conducting Research 


DICO conducts research on emerging risks and 
provides the results to various stakeholders including 
member institutions, FSCO and the Ministry of 
Finance. During 2002, DICO participated in a 
research group in reviewing interest rate risk 
regulations and liquidity requirements. 


Intervening in the Affairs of Member Institutions 


Early involvement with member institutions that 
exhibit a higher risk profile minimizes the likelihood 
and size of insurance losses in the future. In the event 
that member institutions are unable or unwilling to 
take appropriate corrective action, DICO has the 
authority to intervene in their affairs to assist in 
ensuring that timely action plans to resolve excep- 
tional risks are implemented. Intervention is a 
phased-in approach with four stages. 


Member institutions that exhibit a higher risk profile 
are placed on the Watchlist. During 2002, DICO 
worked with the boards of 47 member institutions on 
the Watchlist with total assets of $1.8 billion. As a 
result, 17 member institutions were successful in 
resolving their problems and no formal intervention 
was required. At the end of the year, 9 institutions 
with assets of $559 million remained on the Watchlist. 


Member institutions, which fail certain risk-based cri- 
teria, may be placed under Supervision. In consulta- 
tion with the Stabilization Advisory Committee com- 
prised of leagues and associations CEOs, minimum 
capital and other intervention criteria for Supervision 
for all credit unions and caisses populaires have been 
established. The minimum intervention capital crite- 
ria for Supervision is now at the same level as the 
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DICO's 2002 Financial Scorecard 


Insurance Fund 

Insurance Claims 

Recovery of Losses 

Recoveries on Assets of Liquidated Institutions 


Total Gross Operating Expenses 


Total Net Operating Expenses 


Return on Investments 


regulatory minimum capital level of 5% on a leverage 
basis. In addition, a member institution which has 
been in material, sustained non-compliance with 
DICO's standards of Sound Business and Financial 
Practices, as determined by the results of an OSV, is 
also eligible to be placed under Supervision. 


DICO follows the practice of providing member 
institutions with time to correct deficiencies in their 
operations, as identified through OSVs, prior to 
being placed under Supervision. The length of time 
provided is dependent on the seriousness of the 
deficiency and the likelihood of early correction. 


At the end of 2002, 14 member institutions 

(15 in 2001) with assets of $149 million were under 
Supervision. During 2002, the Supervision program 
was successful in ensuring that 11 member institu- 
tions were either fully recapitalized or that the causes 
which led to them being placed under Supervision 
were resolved. 


In circumstances when a member institution is 
unable to meet their obligations, DICO has the 
authority to place it under its administration. 
Administration allows the member institution to 
continue to operate under DICO's control while 
providing sufficient time to develop and implement 
the most appropriate resolution strategy to protect 
depositors and the fund. At the end of 2002, only 
one member institution remained under administra- 
tion, two less than 2001. Subsequent to the year-end, 
this member institution came into full compliance 
with minimum capital requirements and sound busi- 
ness and financial standards and control was expected 
to be transferred back to its members. 


ie 





Actual 
$43.1 Million 
$0 Million 
$5.1 Million 
$3.5 Million 
$6.8 Million 
$6.2 Million 
2.8% 


Target 
$41.5 Million 
$3.0 Million 
$7.0 Million 
$1.0 Million 
$6.7 Million 
$6.1 Million 
2.5% 


Minimize the Cost of Deposit Insurance to Member 
Institutions 


The cost of deposit insurance to member institutions 
fell significantly in 2001 when DICO's deficit was 
eliminated. As a result, average premiums amounted 
to about 2.6% of aggregate operating expenses or 
about half of what they were prior to 2001. In addi- 
tion, the recovery of costs by FSCO to member 
institutions has also fallen dramatically since the 
responsibility for routine off-site and on-site risk 
assessment was undertaken by DICO. However, 
DICO recognizes that deposit insurance is an impor- 
tant cost factor in today's competitive marketplace. 
DICO has undertaken, as a strategic objective, to 
minimize these costs while ensuring an appropriate 
risk management framework remains in place. 
During 2002, our specific goals included: 

e Reviewing the differential premium system to 
ensure that it continues to meet its objectives of 
fairness, transparency and effectiveness; and 

e Maximizing recoveries through liquidation and 
litigation. 


2002 Results 


Differential Premium System 


The differential premium system was designed to 
reward member institutions which have a lower risk 
profile with lower premiums. Each year DICO 
reviews Its assessment process and the premium rates 
to ensure that the system is achieving its primary 
goals. The results of risk ratings indicate that the 
majority of member institutions have taken the 
appropriate steps to ensure that their premiums rates 
are minimized thus lowering the risk to the deposit 
insurance reserve fund. 


As a result of slightly lower earnings levels during 
2002, which impacted the risk ratings of virtually all 
member institutions, premium income to DICO in 


2002 was higher than forecast. This excess had the 
effect of increasing the reserve fund. 


Maximizing Recoveries Through Liquidation and Litigation 


In most instances where a member institution has 
ceased operations, the Corporation is appointed liq- 
uidator of the estate. The main purpose is to protect 
depositors and maximize the recovery of assets. At the 
end of 2002, DICO was managing the affairs of 22 
institutions (18 in 2001) in liquidation. During the 
year, DICO recovered $3.5 million in assets of mem- 
ber institutions. In addition $3.9 million was recov- 
ered through legal actions against third parties taken 
by DICO on behalf of credit unions and caisses 
populaires under administration or in liquidation. 

At the end of 2002, a number of legal actions to 
recover losses were still in progress. 


Ensure that Sufficient Financial Resources are Available 
to Protect Depositors' Funds 


Access to sufficient financial resources is an important 
element of our depositor protection mandate and 
provides assurance to insured depositors that DICO 
can meet its statutory obligations to pay claims, if 
and when, a member institution fails. To ensure that 
these financial resources are available, DICO is in the 
process of building a deposit insurance reserve fund 
and, in addition, maintains a borrowing facility to 


meet unexpected claims. During 2002, our specific 
goals included: 


e Achieving a reserve fund of $41.5 million; 

e Developing a long-term reserve fund strategy; 

e Maintaining appropriate contingency financing; and 

e Maximizing investment income on the fund while 
maintaining appropriate liquidity and compliance 


with the Act. 


2002 Results 


Deposit Insurance Reserve Fund 


DICO's primary financial priority during 2002 was 
to continue to build an insurance reserve fund to 
protect depositors while minimizing claims and pre- 
mium levels. At the end of 2002, the fund amounted 
to $43.1 million compared to our target of $41.5 
million (at the end of 2001 the fund amounted to 
$29 million compared to our target of $20 million). 
The $1.6 million improvement was due primarily to 
higher than expected revenues and better than 
expected loss experience. Net recovery of losses of 
$5.1 million in 2002 reflected recoveries on losses 
previously incurred. These recoveries reflect DICO's 
proactive approach to recoveries by implementing 
creative resolution strategies including rehabilitation, 
merger, sale and litigation to reduce claims costs. The 
general reserve for insurance losses of $3 million 
remained unchanged for the year. 


DEPOSIT INSURANCE RESERVE FUND 
$ MILLIONS 
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Long-Term Fund Strategy 


A discussion paper on the proposed fund strategy was 
circulated to stakeholders for comment in late 2002. 
The proposed strategy is based on an actuarially based 
model that measures the probability and risk of claims 
against the fund to determine the required size of the 
fund. Consultations with industry stakeholders will 
continue in early 2003 in order to report to the 
Minister of Finance within the required timeframe. 


Maintaining Appropriate Contingency Financing 

In addition to DICO's deposit insurance reserve 
fund, the Corporation has access to a line of credit 
with a major domestic bank secured by a $75 million 
loan guarantee provided by the government of 
Ontario. This loan guarantee was renewed in 2001 
for a two-year period until December 2003. A condi- 
tion of renewal was that DICO develop a deposit 
insurance reserve fund strategy and report to the 


Minister by June 1, 2003. 


Maximizing Investment Income 


In order to comply with statutory requirements and 
its own liquidity needs, DICO invests all of its funds 
in short term, low-risk securities. At the end of 2002 
these investments amounted to $45 million and 
yielded an average rate of 2.8% for the year. 


Maintaining Collaborative Relationships with Stakeholders 


DICO continues to place a high degree of impor- 
tance on collaborative relationships with its stake- 
holders. Good working relationships with various 
stakeholders are important in order to achieve our 
objectives. During 2002, our specific goals included: 


e Conducting consultative processes through adviso- 
ry and ad-hoc committees; 

e Communicating effectively with stakeholders; and 

e Working closely with FSCO and the Ministry of 


Finance. 


2002 Results 


Conducting Consultative Processes 


Our advisory committees play a significant role in 
helping the Corporation to develop its stabilization 
programs, standards of sound business and financial 
practices and related implementation tools. DICO is 
grateful to the members of these committees who 


volunteer their time and energy for the benefit of the 
movement. 


Communicating Effectively with Stakeholders 


In early 2002, we again held an Annual Information 
Meeting (AIM) for our stakeholders in addition to 
participating in the annual general meetings of 
leagues and member institutions. Our AIM is an 
excellent opportunity to demonstrate our accounta- 
bility and offers stakeholders an opportunity to ask 
questions and raise issues directly with our Board and 
management. 


DICO's bilingual Internet Web site continues to be 
enhanced on a regular basis. DICO makes available 
all its information and analysis relating to each mem- 
ber institution on a confidential basis to the institu- 
tion itself through our Web site. 


Working Closely with FSCO and the Ministry of Finance 


DICO recognizes that a close working relationship 
with the system's regulator will enhance the effective- 
ness and efficiency of the depositor protection process. 
FSCO and DICO work together to co-ordinate 
activities and minimize the burden and cost to the 
system. Our letter of understanding with FSCO calls 
for DICO to provide FSCO access to its integrated 
monitoring systems, including OSV reports at no cost 
to FSCO. We work with FSCO to continue the 
tradition of excellent consumer protection for 
members of credit unions and caisses populaires in 
Ontario. DICO also assists the Ministry of Finance in 
its policy-making function by providing information 
and analysis regarding the credit union and caisse 
populaire industry. Through the provisions of its 
Memorandum of Understanding with the Minister of 
Finance, DICO also fulfils other duties as assigned by 


the government. 


Effective and Efficient Management 


DICO is committed to ensuring that its stakeholders 
receive value for money. To achieve this goal, DICO 
has established a disciplined approach to corporate 
governance. At the core of its governance structure is 
the planning and reporting framework. Management 
submits its annual business plan to the Board of 
Directors, the Minister of Finance and Management 
Board Secretariat for review and approval. Actual 
results are monitored by the Audit & Finance 


Committee of Board at least quarterly and the 
Annual Report provides a report on results to all 
stakeholders. Internal audit and external audit reports 
provide the Board with assurances that management 
has reported information accurately. The Super- 
intendent of FSCO also reports to the Minister on 
DICO's activities annually. This report is tabled in 
the Legislature by the Minister. During 2002, our 
specific goals included: 


e Developing a Framework for Enterprise Risk 
Management; 

e Ensuring that business plan targets and perform- 
ance targets are met or exceeded within budget; 

e Reviewing all DICO corporate policies. 


2002 Results 


Framework for Enterprise Risk Management 


To ensure that its principal risks are effectively man- 
aged, DICO developed a comprehensive framework 
for enterprise risk management. This framework is 
essential to determine whether all principal risks have 
been identified, assessed and adequately managed. 
DICO identified a number of risk areas that required 
further attention and which will be addressed in 
2003. 


Business Plan Targets 


During the past year DICO continued to look at 
ways to enhance its effectiveness and efficiency and to 
provide better value to stakeholders. All major initia- 
tives were developed while meeting budget targets. 


Reviewing Corporate Policies 


In accordance with good corporate governance 
practices, DICO's Board of Directors reviews its by- 
laws and all its corporate policies at least annually. 
No significant changes were made to corporate 
policies during 2002 and none of the Corporation's 
by-laws were amended. 


Development of Contingency Plan for Potential Significant 
Risk Areas 


2003 Objectives 


In addition to our normal activities, DICO has 
planned for a number of major initiatives to be 


undertaken during 2003: 


Deposit Insurance Corporation of Ontario 


e Contingency planning; 

e Completion of a deposit insurance reserve fund 
strategy including any required changes to the 
premium rate structure; 

e Implementation of a contingency financing 
arrangement; 

e A review of the Standards of Sound Business & 
Financial Practices (By-law # 5) and implementa- 
tion of any changes required to the OSV process; 

e A review of our intervention programs; 

e Review of DICO’s industry advisory committees 
process. 


Our Commitment 


The Board and staff of DICO are committed to 
providing protection, security and stability to the 
Ontario Credit Union and Caisse Populaire move- 
ment for the benefit of all its members. We look 
forward to the opportunity in 2003 to continue to 
demonstrate our commitment. 


Andrew Poprawa, CA 
President e& CEO 


Management's Responsibility 


The Deposit Insurance Corporation of Ontario's man- 
agement is responsible for the integrity and fair pres- 
entation of the financial statements included in the 
annual report. The financial statements have been pre- 
pared in accordance with Canadian generally accepted 
accounting principles. 


The Corporation maintains systems of internal 
accounting controls of high quality consistent with 
reasonable cost. Such systems are designed to provide 
reasonable assurance that the financial information is 
accurate and reliable and that company assets and lia- 
bilities are adequately accounted for and assets safe- 


guarded. 


The financial statements have been reviewed by the 
Corporation's Audit and Finance Committee and have 
been approved by its Board of Directors. In addition, 
the financial statements have been examined by 
KPMG 1p, the auditors, whose report follows. 


Andrew Poprawa, CA 
President & CEO 


James Maxwell 
Chief Administrative 
and Financial Officer 


Toronto, Canada 
January 30, 2003 
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Auditors’ Report 


KPMG LLP 


To the Board of Directors of 
Deposit Insurance Corporation of Ontario 


We have audited the Statement of Financial Position of 
Deposit Insurance Corporation of Ontario as at 
December 31, 2002 and the Statement of Operations 
and Changes in the Deposit Insurance Reserve Fund 
and the Statement of Cash Flows for the year then 
ended. These financial statements are the responsibili- 
ty of the Corporation’s management. Our responsibil- 
ity Is to express an opinion on these financial state- 
ments based on our audit. 


We conducted our audit in accordance with Canadian 
generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain 
reasonable assurance whether the financial statements 
are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting princi- 
ples used and significant estimates made by manage- 
ment, as well as evaluating the overall financial state- 
ment presentation. 


In our opinion, these financial statements present fair- 
ly, in all material respects, the financial position of the 
Corporation as at December 31, 2002 and the results 
of its operations and cash flows for the year then ended 
in accordance with Canadian generally accepted 
accounting principles. 


GME 


Chartered Accountants 


Toronto, Canada 


January 30, 2003 


DEPOSIT INSURANCE CORPORATION OF ONTARIO 


Statement of Financial Position 


DECEMBER 31, 2002, WITH COMPARATIVE FIGURES FOR 2001 (IN THOUSANDS OF DOLLARS) 


ASSETS 


Cash 

Investments (note 2) 

Premium receivable 

Accounts and interest receivable 
Deposit insurance advances recoverable 
Capital assets 


(net of accumulated amortization 


of $3,077 (2001 - $2,930)) 


LIABILITIES 


Payables and accruals 
Deferred premium income 
Accrual for deposit insurance losses (note 4) 


Total Liabilities 


EQUITY 


Deposit Insurance Reserve Fund 


Contingencies (note 10) 


See accompanying notes to financial statements 


On behalf of the Board: 


Director 





Director 








Deposit Insurance Corporation of Ontario 


2002 


$ 1,218 
44,438 
229 
356 
3,946 


256 


$52,433 


1,948 
2,280 
5,066 
9,294 


43,139 
$52,433 


2001 


Git213 
35,457 
1-055 
1,001 
2,757) 


320 
$41,803 


Poo? 
15130 
9,749 
12,838 


28,965 
$41,803 


a: 


~s 


DEPOSIT INSURANCE CORPORATION OF ONTARIO 


Statement of Operations and Changes in the Deposit Insurance Reserve Fund 


YEAR ENDED DECEMBER 31, 2002, WITH COMPARATIVE FIGURES FOR 2001 (IN THOUSANDS OF DOLLARS) 


INCOME 


Premium income 


Other income 


EXPENSES 


Recovery of losses 

Salaries and benefits 

Loan fee / Interest expense 
Operating expense 

Recovery of operating expense 


Excess of income over expenses 


Deposit Insurance Reserve Fund, 
beginning of year 


Deposit Insurance Reserve Fund, 
end of year 


See accompanying notes to financial statements. 
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2002 


$14,110 


1,190 


15,300 


(5,116) 
4,220 
16 
2,607 
(601) 


1,126 


14,174 


28,965 


$ 43,139 


2001 


$ 13,916 


1,643 


eae 


(3,817) 
4,120 
14 
2,637 
(1,241) 


7S 


13,846 


eee, 


$ 28,965 


DEPOSIT INSURANCE CORPORATION OF ONTARIO 


Statement of Cash Flows 


YEAR ENDED DECEMBER 31, 2002, WITH COMPARATIVE FIGURES FOR 2001 (JN THOUSANDS OF DOLLARS) 


Cash received from (applied to): 


Operations: 

Excess of income over expenses 

Items charged to operations not affecting cash 
Recovery of losses 


Gain on disposal of capital assets 


Amortization 


Changes in: 
Premium receivable 
Accounts and interest receivable 


Payables and accruals 


Deferred premium income 


Net deposit insurance advances / recoveries (note 4) 


Investing activities: 


Purchase of capital assets 


Proceeds on sale of capital assets 


Increase in cash position 
Cash position, beginning of year 
Cash position, end of year 


Supplementary cash flow information: 


Interest paid during the year 


2002 


$14,174 


(5,116) 
(2) 
151 


9,207 


(1,164) 
645 

(11) 
1,150 


620 
(756) 


9,071 


(88) 
3 


(85) 


8,986 


36,670 


$ 45,656 


$ 7. 


Cash position is defined as cash and short-term investments less any borrowings. 


See accompanying notes to financial statements. 


Deposit Insurance Corporation of Ontario 


2001 


$ 13,846 


(3,817) 


180 


10,209 


(1,055) 
(756) 
321 


1,130 


(360) 


OE 


200 


(158) 


(158) 


13,042 


23,628 


$ 36,670 


Notes to Financial Statements 
Year ended December 31, 2002 


General 


Deposit Insurance Corporation of Ontario is an 
"Operational Enterprise" Agency of the Province of 
Ontario without share capital established under the pro- 
visions of the Credit Unions and Caisses Populaires Act. 


The statutory objects of the Corporation under the Act 

are to: 

e provide deposit insurance to depositors of member 
institutions; 

e act as stabilization authority for the credit union and 
caisse populaire system; 

e promote standards of sound business practices 

e collect and publish statistics; 

e provide financial assistance to member institutions 

@ act as administrator of member institutions; 


® minimize deposit insurance risk and size of claims. 


The Act empowers the Corporation to assess its member 
institutions to meet the Corporation's requirements for 
insurance funding and administrative costs. The 
Corporation establishes its premium levy annually. The 
submitted to the 
Government of Ontario for review and incorporation 


established premium levy is 


into the regulations through appropriate amendments as 
necessary. 


In addition the Corporation's borrowings, if any, are 
guaranteed by the Minister's guarantee on behalf of the 
Province of Ontario. The guarantee is for a maximum of 
$75 million and will expire on December 31, 2003. In 
addition to the guarantee fees of one-half of one per cent 
of the average end of day balance outstanding of any debt 
obligation subject to the Minister's guarantee, the 
Province of Ontario charges a fee of 5 basis points on the 
unused portion of any credit facility guaranteed for the 
period ending December 31 of each year during which 


the new guarantee is in effect. 


1. Summary of Significant Accounting Policies: 


These financial statements have been prepared in accor- 
dance with Canadian generally accepted accounting 
principles. These financial statements do not reflect the 
assets, liabilities or operations of credit unions or caisses 


populaires where the Corporation has been appointed 
liquidator. 
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(a) Premium income: 


Premiums are based on a Differential Premium Risk 
Classification System applied to insured deposits held by 
member institutions. Premium income is recognized 
when earned. 


(b) Provision for losses: 


The provision for losses includes allowances against 
deposit insurance advances and an accrual for losses for 
which advances have not been made at the date of the 
Statement of Financial Position. 


Punds advanced in respect of deposit insurance and loans 
to member institutions are initially recorded at cost. 
Deposit insurance advances recoverable are presented on 
the Statement of Financial Position net of allowances 
thereon. 


The accrual for deposit insurance losses includes both 
provisions for specific losses and a general provision for 
losses. Specific provisions for losses in respect of insured 
deposits are estimated by management and recorded 
when conditions, in the opinion of management, exist 
that will likely result in losses to the Corporation. 


The general provision for losses reflects management's 
best estimate of losses on insured deposits arising from 
the inherent risk in the credit union/caisse populaire sys- 
tem. The provision is established by assessing the aggre- 
gate risk in member institutions based on current market 
and economic conditions, the likelihood of losses and the 
application of historic loss experience. Future economic 
conditions are not predictable with certainty and actual 
losses may vary, perhaps substantially, from manage- 
ment's estimates. 


(c) Pension benefits: 


The Corporation has a defined contribution pension 
plan covering all of its regular, non-contractual employ- 
ees. Earnings are charged with the cost of pension bene- 
fits earned by employees as service is rendered. Pension 
expense is determined by a fixed percentage of the 
employees’ income plus the matching of the employees’ 
contribution to a maximum of 4%. The Corporation 
assumes no actuarial or investment risk. 


(d) Future non-pension post-retirement benefits: 


Future non-pension post-retirement benefits relate to the 
Corporation's extended health, dental and life benefits 
for both active employees for whom a full eligibility date 
was determined and existing qualified retirees. The 


Corporation accrues obligations under these plans as the 
employees render the service necessary to earn the future 
benefits. The cost of these future non-pension post- 
retirement benefits earned by employees is actuarially 
determined. Accruals for these costs represent discount- 
ed future expenditures for existing retirees and discount- 
ed future expenditures during the period of active 
employment for current employees to an expected retire- 
ment date. 


(e) Investments: 


Investments comprise short-term fixed income instru- 
ments and are recorded at amortized cost. The discounts 
are amortized on a straight line basis over the terms of 
the instruments. 


(f) Capital assets: 


These are recorded at cost. Amortization of furniture 
and equipment is provided by the diminishing-balance 
method at the rate of 20 per cent per annum. Computer 
and related equipment and software are amortized over 
three years on a straight-line basis. Leasehold improve- 
ments are amortized on a straight-line basis over the 
term of the lease. Automobiles are amortized by the 
declining-balance method at the rate of 24 per cent per 
annum. 


2. Investments: 


Investments have terms to maturity less than one year. 
They have a weighted-average yield of 2.84% (2001: 
3.58%). In compliance with the Corporation's invest- 
ment policy and relevant statutes, all investments are 
highly liquid fixed rate contracts and are RI MID or bet- 
ter on the DBRS scale. 


2002 2001 
(thousands) 
Treasury Bills-Canada $31,997 319,092 
Treasury Bills-Ontario 8,960 Veopst) 
Promissory Notes-other provinces 1,984 4,989 
Bankers Acceptance 1,497 See 
Total Investments $ 44,438 $35,457 


3. Borrowings: 


The Corporation has in place a revolving credit facility, 
approved by the Ontario Financing Authority, which 


administers the Minister's guarantee, as follows: 


Max. Credit Outstanding 
Available as at Dec. 31, 2002 
(thousands) 
Canadian Chartered Bank $20,000 Nil 


Deposit Insurance Corporation of Ontario 


The borrowings are guaranteed by the Minister's guar- 
antee on behalf of the Province of Ontario. The interest 
rate on the line of credit is Bankers’ Acceptance rates 
plus 14 basis points. 


The Corporation pays an annual fee of 5 basis points in 
arrears to the Province of Ontario on the unused portion 
of this credit facility with the Chartered Bank. The 
standby fee charged by the Chartered Bank is 3 basis 
points on average unused portion of the credit facility, 
payable in arrears quarterly. 


4. Accrual for deposit insurance losses: 


The provision for losses includes specific provisions for 
known or likely losses from specific member institutions 
and a general provision for losses not identified with spe- 
cific institutions. That portion of the provision for loss- 
es recorded in the year and in previous years which has 
not yet required payment by the Corporation is shown 
in liabilities on the Statement of Financial Position as 
"Accrual for deposit insurance losses". 


2002 2001 
(thousands) 

Accrual for deposit insurance losses, 

beginning of year $ 9,749 $12,167 
Increase in Accrual for current 

year's deposit insurance losses - a2) 
Decrease in Accrual for prior 
(5,116) (7,342) 


year's deposit insurance losses 
Net recovery of deposit 





(5,116) (3,817) 


insurance losses 





Increase (decrease) in deposit 


1,189 (1,952) 


insurance advances recoverable 
Accrual for deposit insurance losses, 


(5,066) (9,749) 


at end of year 
Net deposit insurance advances/ (recoveries)$ 756 $(3,351) 


The general provision for losses included in "Accrual for 
deposit insurance losses" amounted to $3,000,000 
(2001 - $3,000,000) and is calculated in accordance 
with the methodology as described in note 1(b). 


The Corporation provided financial assistance to a 
member institution by purchasing its subordinated 
notes of $350,000 in October 2001. As at December 31, 
2002 the Corporation has written off the full amount of 
these notes as it is the opinion of management that their 
repayment is unlikely. 
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5. Lease Commitments: 


The operating lease for the Corporation's premises is for 
the term commencing January 1, 1998 and ending 
August 5, 2007. The future annual minimum rent is 
$140,000. In addition, the Corporation is required to 
pay property taxes and common area maintenance costs. 


6. Income Taxes: 


The Corporation is subject to income taxes under the 
Income Tax Act. It has accumulated losses for income tax 
purposes of $42,283,000. They expire as follows: 


Originating Expiring Amount 
Taxation Year Taxation Year (thousands) 
1996 2003 7,566 
IS 7 2004 7,449 
1998 2005 6,885 
15) 2006 BES) 
2000 2007 4,992 
2001 2008 4,191 
2002 2009 225 
$ 42,283 


7. Pension Plan: 


The Corporation substantially collapsed its defined ben- 
efit pension plan and, as elected by all its then current 
employees, transferred the applicable past service actuar- 
ial values as at December 31, 1998 to a defined contri- 
bution plan. All past service costs have been accounted 
for on the plan revision. All outstanding obligations of 
the former defined benefit pension plan were discharged 
during 2002. The Corporation's pension expense for its 
defined contribution pension plan charged to income for 
2002 was $319,000 (2001-$310,000) 


8. Future non-pension post-retirement benefits: 


The Corporation accounts for the current value of future 
non-pension post-retirement benefits. The accrued obli- 
gation as at December 31, 2002, as actuarially deter- 
mined, is $708,000 (2001 - $652,000). Current service 
costs, including interest, were $81,000 (2001 - $75,000). 
These costs are subject to actuarial re-evaluation resulting 
from emerging experience gains and losses. 


The assumptions used in the actuarial valuation of the 
future benefits obligations consisted of: interest rate of 
6.75%, rate of compensation increase of 4.0% and annu- 
al rate of increase in health and dental costs of 12.0%, 
grading down to 5% per annum over 8 years. 
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9. Directors’ Expense: 


During the year the directors received an aggregate 
remuneration of $84,000 (2001 - $75,000). Total direc- 
tors’ expense was $53,000 (2001 - $47,000). The fixed 
per diem rate for the Chair is $500 and for all other 
board members it is $300. 


10. Contingencies: 


The Corporation is subject to various legal actions 
brought against it in the normal course of business, when 
acting in the capacity of administrator or liquidator. It is 
the view of the Corporation's management that these 
actions will be successfully defended. Accordingly, no 
provisions have been made in these financial statements. 


11. Fair Value Disclosure: 


The fair value of financial assets and liabilities which 
include cash, investments, premium receivable, accounts 
and interest receivable, payables and accruals approxi- 
mate their carrying amounts. 


The fair value of deposit insurance advances recoverable 
and the accrual for deposit insurance losses have not 
been determined because it is not practicable to deter- 
mine fair value with sufficient reliability. 


12. Compensation: 


The following information is furnished in compliance 


with the Public Sector Salary Disclosure Act, 1996. 





Employee Position held Compensation Taxable * 
Benefits 

Brydges, Barry Vice President 

Stabilization Services $127,319 $10,519 
Burgman, John Chief Information 

Officer $109,196 $11,718 
Charbonneau, Robert Vice President 

Insurance $133,200 $10,565 
Foster, C. William D. Vice President 

Asset Management 

& Recoveries $140,781  $ 9,914 
Maxwell, James Chief Administrative 

& Financial Officer $123,519 — $11,676 
Poprawa, Andrew President and CEO — $193,239 $10,624 


* Includes taxable group life insurance, parking and use 
of company vehicle. 


Corporation’s Report on Liquidations 


It is the responsibility of the liquidator to maximize 
the recovery of the assets of the member institution in 
As the 
deposit insurer, the Deposit Insurance Corporation of 


dissolution for the benefit of all creditors. 


Ontario, (DICO), is usually the largest unsecured 
creditor of a dissolved member institution. As a result, 
DICO has a direct interest in ensuring that the liq- 
uidator's duties and responsibilities are managed in an 
efficient, cost effective manner. 


In situations where it is expected that a call will be 
made on DICO's deposit insurance coverage, DICO 
seeks the appointment as liquidator. DICO believes it 
can best manage its losses by directly controlling the 
liquidation process. Through direct control and man- 
agement of the liquidation, DICO can also protect 
neighbouring member institutions from any potential 
loss of confidence. To date, in most liquidations man- 
aged by DICO, the member institution reported a 
deficit at the time of liquidation. A deficit occurs when 
reported assets are insufficient to satisfy all deposits 
and other liabilities and member shares. DICO pays 
insured depositors on behalf of the liquidating mem- 
ber institution and establishes a provision for deposit 
insurance losses on its accounts to reflect any antici- 
pated loss. 


Under the Credit Unions and Caisses Populaires Act, the 
liquidator is required to prepare a statement of affairs 
at the date of liquidation. It is DICO's practice as liq- 
uidator to commission independent accountants to 
prepare such statements of affairs. To minimize liqui- 
dation costs and avoid any potential delay in conduct- 
ing the liquidation, DICO does not require that these 
statements of affairs be audited. Consequently, in the 
absence of opening audited financial information, the 
liquidator's auditors, KPMG LLP, qualify their report 
on the results of DICO's activities as liquidator. 


DICO accepted four new liquidator appointments in 
fiscal 2002. In April DICO was appointed liquidator 
of Iroquois Falls Community Credit Union, and in 
May, DICO was appointed liquidator of Walker 
Exhausts Employees’ Credit Union Limited, Polish 
(Ottawa) Credit Union Limited, and Richards-Wilcox 
Employees (London) Credit Union Limited. 


We are pleased to advise that, in a number of instances, 


Deposit Insurance Corporation of Ontario 


DICO's asset realizations have exceeded expectations. 
During 2002, DICO recovered $4.3 million from the liq- 
uidation of assets and paid creditors’ claims totalling $9.7 
million. This has permitted DICO to reduce its loss pro- 
vision for the associated member institutions by approxi- 
mately $500 thousand in fiscal 2002. In 2002 DICO 
paid a capital distribution to members of a liquidated 
member institution for an aggregate of $487 thousand. 


As at December 31, 2002, the book value of the com- 
bined assets remaining to be liquidated totalled $14.3 
million. The vast majority of these assets represent 
impaired loans. Accordingly, the estimated recoveries 
on these assets will be significantly below the amounts 
recorded. Management's best estimate of these future 
recoveries is $3.2 million. 


frombe" 4, 


Andrew Poprawa, CA C.W.D. Foster 
President & Vice President, 
Chief Executive Officer Asset Management 


and Recoveries 


Toronto, Canada 


January 30, 2003 


Auditors’ Report 


maa 


KPMG LLP 


To the Board of Directors of Deposit Insurance 
Corporation of Ontario 


We have audited the statement of combined assets and 
creditors’ claims under the control of Deposit 
Insurance Corporation of Ontario as liquidator as at 
December 31, 2002 and the statement of changes in 
combined assets and creditors’ claims for the year then 
ended. These financial statements are the responsibili- 
ty of the Corporation's management. Our responsibil- 
ity is to express an opinion on these financial state- 
ments based on our audit. 
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Except as explained in the following paragraph, 
we conducted our audit in accordance with 
Canadian generally accepted auditing standards. 
Those standards require that we plan and per- 
form an audit to obtain reasonable assurance 
whether the financial statements are free of 
material misstatement. An audit includes exam- 
ining, on a test basis, evidence supporting the 
amounts and disclosures in the financial state- 
ments. An audit also includes assessing the 
accounting principles used and significant esti- 
mates made by management, as well as evaluat- 
ing the overall financial statement presentation. 


Upon appointment as liquidator of a credit 
union or caisse populaire, the Corporation 
engages independent accountants to prepare an 
unaudited statement of affairs which sets out the 
assets and creditors’ claims as at the date of com- 
mencement of the liquidation. As the statements 
of affairs are unaudited, we are unable to verify 
whether the books and records of the credit 
unions/caisses populaires are complete and 
accurate at the commencement of liquidation. 


In our opinion, except for the effect of adjust- 
ments, if any, which we might have determined 
to be necessary had we been able to verify the 
assets and creditors’ claims taken under the con- 
trol of the Corporation at the commencement of 
liquidation, these financial statements present 
fairly, in all material respects, the combined assets 
and creditors’ claims under the control of the 
Corporation as liquidator as at December 31, 
2002 and the changes in the combined assets and 
creditors’ claims for the year then ended in accor- 


dance with the basis of accounting disclosed in 
Note 1. 


SUK 


Chartered Accountants 


Toronto, Canada 
January 30, 2003 
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DEPOSIT INSURANCE CORPORATION OF ONTARIO AS LIQUIDATOR 


Statement of Combined Assets and 


Creditors’ Claims under the Control of the 
Corporation as Liquidator 


DECEMBER 31, 2002, WITH COMPARATIVE FIGURES FOR 2001 (IN THOUSANDS OF DOLLARS) 


ASSETS 
Cash (Note 2) 


Loans, at gross book value 
Accrued Interest 
Investments and other assets 
Real estate held for sale 


Total 

CREDITORS' CLAIMS 
Deposit Insurance 
Corporation of Ontario 
Deposits 


Other claims 


Total creditors’ claims 


Members Shares 
Surplus/(Deficit) 


Total 


2002 


$ 1,723 


12,528 
19 
39 


$14,309 _ 


$ 33,471 
234 


479 


$ 34,184 


1,306 


(21,181) 


$ 14,309 


2001 


$ 824 


10,718 
0 

344 
600 


$ 12,486 


$ 29,468 
1,950 
3,478 


$ 34,896 


yes 
(24,203) 


$ 12,486 


See accompanying notes to the statement of combined 
assets and creditors’ claims under the control of the 


Corporation as liquidator. 


On behalf of the Board: 


ee ae 


Director 





(“ot 


Director 





DEPOSIT INSURANCE CORPORATION OF ONTARIO AS LIQUIDATOR 


Statement of Changes in Combined Assets and Creditors’ Claims 


YEAR ENDED DECEMBER 31, 2002 (IN THOUSANDS OF DOLLARS) 


ASSETS: 


Opening assets 

Add: Assets assumed as a result of new liquidations 
Add: Recoveries from legal action 

Less: Uncollectable loans removed during the year 


Less: Total Assets converted to Cash during 2002 
Total Assets 
CREDITORS' CLAIMS: 


DICO's Claim 

Opening claim 

Add: New or additional DICO claims 

Less: DICO claims paid 

Less: Payment on DICO Secured Advance 

Less: Claims abandoned by DICO that were uncollectable 
Closing claim of DICO 


Other Creditors' and Depositors' Claims 

Opening claims 

Add: Claims as a result of new liquidations assumed 

Less: Deposits paid by member institutions in liquidation 


Less: Deposits paid by Deposit Insurer 
Closing Other Creditors' and Depositors' Claims 


Total Creditors' Claims 


2002 


$ 12,486 
7,345 
2,219 


(7,741) 


$ 14,309 


$ 29,468 
6,747 
(525) 
(2,219) 


$ 33,471 


$ 5,428 
7,911 
(6,858) 
(5,768) 


ee 


$ 34,184 


2001 


$ 15,695 
O22 


(758) 
(Qei72) 


$ 12,486 


532,297 
(1,382) 


(1,447) 
$29,468 


(1,490) 
$ 5,428 


$34,896 


See accompanying notes to the statement of combined assets and creditors’ claims under the control of the 


Corporation as liquidator. 


Deposit Insurance Corporation of Ontario 
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Notes to Statement of Combined Assets and Creditors’ Claims under the Control of 


the Corporation as Liquidator 


YEAR ENDED DECEMBER 31, 2002 


Deposit Insurance Corporation of Ontario (the 
"Corporation") is, from time to time, appointed liquida- 
tor of credit unions and caisses populaires. In this capac- 
ity, the Corporation is responsible for the individual lig- 
uidation of a member institution's assets in an orderly 
manner and applying the proceeds towards the claims of 
its creditors. These financial statements are a combination 
of the financial statements of 22 (2001 - 18) credit unions 
and caisses populaires currently in liquidation, each liqui- 
dation being carried out as a separate legal proceeding. 


1. Significant accounting policies: 
(a) Basis of presentation: 


These statements of combined assets and creditors’ 
claims and changes in combined assets and creditors’ 
claims under the control of the Corporation are pre- 
pared on the basis of accounting disclosed in these notes. 
Upon commencement of liquidation of a credit 
union/caisse populaire, its financial statements cease to 
be prepared on a going concern basis and all transactions 
are recorded on a cash basis. 


These financial statements present the combined assets and 
creditors’ claims of all the credit unions and caisses popu- 
laires currently being liquidated by the Corporation. The 
reader of this statement is cautioned that this statement is not 
prepared in accordance with generally accepted accounting prin- 
ciples and the amount of assets under the control of the 
Corporation does not purport to be the expected recoverable 
amount or their fair value. 


(b) Loans: 


Loans are recorded at the book value of the outstanding 
amount at the date of liquidation less cash received for 
the principal payments in the liquidation period. No 
allowance for loan losses has been recorded and no 
attempt has been made to estimate the net recoverable 
amount from loans. 


Due to their nature, a substantial portion of the loans are 
considered impaired, as there is doubt about the timely 
collection of principal and interest in full. 


(c) Investments and other assets: 


Investments and other assets are stated at their book 
values as at the date of liquidation. 


(d) Real estate held for sale: 


Real estate is stated at the net book value as recorded at 
the date of liquidation. Depreciation is not recorded. 
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(e) Creditors’ Claims: 
The Deposit Insurance Corporation of Ontario (DICO) 


insures deposits of members of credit unions and caisses 
populaires to the statutory limit. In the event of the 
liquidation of a member institution, the Corporation 
pays insured depositors and thus assumes the depositors’ 
claims against the assets of the credit unions and caisses 
populaires in liquidation. The amounts owing to DICO 
represent the Corporation's claims against the assets of 22 
(2001 - 18) credit unions and caisses populaires currently 
in liquidation. 

(f) Contingencies: 

Certain credit unions/caisses populaires in liquidation are 


plaintiffs or defendants in lawsuits. However, no potential 
gains or losses from the legal actions have been recorded. 


2. Cash flows: 

2002 2001 

(in thousands) 

Cash, beginning of year $ 824 $ 1,376 
Cash re New Liquidations 1,182 147 
Net Assets realized during the year 4,340 2,074 
Net liquidation Surplus 1,549 99 
Net funds received from DICO 4,003 (1,382) 
Total cash available $11,898 $2,314 
Less: Capital Distribution (487) - 
Less: Payment of creditors’ claims (9,688) (1,490) 


Cash, end of year* $ 1,723 $ 824 


* Cash at December 31, 2002 includes Bankers Acceptance of 
$746,113 with a term of 30 days (2001 - $529,411). 


Deposit Insurance Corporation of Ontario's Member Institutions pecemner 31, 2002 


Credit Unions 

3M Employees’ (London) Credit Union Ltd. 

Adjala Credit Union Ltd. 

Air - Toronto Credit Union Ltd. 

Airline (Malton) Credit Union Ltd. 

All Trans Credit Union Ltd. 

Anishinabek Nation Credit Union Inc. 

APPLE Community Credit Union Ltd. 

Arnstein Community Credit Union Ltd. 

ASCU Community Credit Union Ltd. 

Atlas and Civic Employees’ (Niagara Region) Credit 
Union Ltd. 

Auto Workers (Ajax) Credit Union Ltd. 

Auto Workers Community Credit Union Ltd. 

Badge Credit Union Ltd. 

Bay Credit Union Ltd. 

Bayshore Credit Union Ltd. 

Black & McDonald Employees’ (Toronto) Credit 
Union Ltd. 

Brant Community Credit Union Ltd. 

Brewers Warehousing Employees (Hamilton) Credit 
Union Ltd. 

Brewers Warehousing Employees (Kitchener) Credit 
Union Ltd. 

Budd Automotive Employees (Kitchener) Credit 
Union Ltd. 

Buduchnist Credit Union Ltd. 

Burlington Municipal Employees Credit Union Ltd. 
C.B.C. (Toronto) Credit Union Ltd. 

C.C.G.I. Retail Store Employees (Ontario) Credit 
Union Ltd. 

C.N. (London) Credit Union Ltd. 

C.N.R. Employees (Lakehead Terminal) Credit 
Union Ltd. 

Caldist Employees’ (Amherstburg) Credit Union Ltd. 
Campbell's Employees’ (Toronto) Credit Union Ltd. 
Canada Sand Papers Employees’ (Plattsville) Credit 
Union Ltd. 

Canadian General Tower Employees (Galt) Credit 
Union Ltd. 

Canadian Standards Employees (Rexdale) Credit 
Union Ltd. 

Canadian Transportation Employees’ Credit Union Ltd. 
Canal City Savings and Credit Union Ltd. 

Cangeco (Guelph) Credit Union Ltd. 

Cataract Savings & Credit Union Ltd. 

CCB Employees’ Credit Union Ltd. 

City Savings & Credit Union Ltd. 

Civil Service Co-operative Credit Society Ltd. (The) 
Communication Technologies Credit Union Ltd. 
Community Saving & Credit Union Ltd. 
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Cornwall General Hospital Employees’ Credit 
Union Ltd. 

Croatian (Toronto) Credit Union Ltd. 

Crown Cork & Seal Employees Credit Union Ltd. 
Dana Canada Employees’ (Ontario) Credit Union Ltd. 
Desjardins Credit Union Inc. 

Domtar Newsprint Employees (Trenton) Credit 
Union Ltd. 

DUCA Financial Services Credit Union Ltd. 
Dundalk District Credit Union Ltd. 

Dunnville and District Credit Union Ltd. 

Durham Educational Employees’ Credit Union Ltd. 
Employees of Dofasco (Hamilton) Credit Union Ltd. 
Espanola & District Credit Union Ltd. 

Estonian (Toronto) Credit Union Ltd. 

Etobicoke Aluminum Employees’ Credit Union Ltd. 
Etobicoke Teachers’ Credit Union Ltd. 

Eureka Employees’ (Woodstock) Credit Union Ltd. 
Federal Employees (Hamilton) Credit Union Ltd. 
Federal Employees (Kingston) Credit Union Ltd. 
Fiberglas Employees (Guelph) Credit Union Ltd. 
Finnish (Toronto) Credit Union Ltd. 

Fire Department Employees Credit Union Ltd. (The) 
FirstOntario Credit Union Ltd. 

Food Family Credit Union Ltd. 

Fort Erie Community Credit Union Ltd. 

Fort York Community Credit Union Ltd. 

G.S.W. (Fergus) Credit Union Ltd. 

Ganaraska Credit Union Ltd. 

Genfast Employees Credit Union Ltd. 

Goderich Community Credit Union Ltd. 


Goodyear Employees (Bowmanville) Credit Union Ltd. 


Great Lakes Community Credit Union Ltd. 
Greater Toronto Area (GTA) Savings & Credit 
Union Ltd. 

Grey Bruce Health Services Credit Union Ltd. 
Guelph & Wellington Credit Union Ltd. 

Hald - Nor Community Credit Union Ltd. 
Hamilton Community Credit Union Ltd. 

Hamilton Municipal Employees’ Credit Union Ltd. 
Hamilton Teachers’ Credit Union Ltd. 

Health Care Credit Union Ltd. 

Heartland Community Credit Union Ltd. 

Hepcoe Credit Union Ltd. 

Heritage Savings & Credit Union Inc. 

Hir-Walk Employees’ (Windsor) Credit Union Ltd. 





Hobart Employees’ (Owen Sound) Credit Union Ltd. 


Holy Angel's & St. Anne's Parish (St. Thomas) 
Credit Union Ltd. 

Holy Family Catholic Parishes Credit Union Ltd. 
Holy Name Parish (Pembroke) Credit Union Ltd. 


Howard Smith (Cornwall) Credit Union Ltd. 
Howell Lithographic Employees (Hamilton) Credit 
Union Ltd. 

Innisfil Credit Union Ltd. 

Italian Canadian Savings & Credit Union Ltd. 
Japanese Canadian (Toronto) Credit Union Ltd. (The) 
Kakabeka Falls Community Credit Union Ltd. 
Kawartha Credit Union Ltd. 

Kellogg Employees Credit Union Ltd. 

Kenora District Credit Union Ltd. 

Kingston Community Credit Union Ltd. 

King-York Newsmen Toronto Credit Union Ltd. 
Korean (Toronto) Credit Union Ltd. 

Korean Catholic Church Credit Union Ltd 

Kraft Canada Employees’ (Cobourg) Credit Union Ltd. 
Krek Slovenian Credit Union Ltd. 

L.I.U.N.A. Local 183 Credit Union Ltd. 

Labatt Employees’ (London) Credit Union Ltd. 
Labatt's Employees’ (Toronto) Credit Union Ltd. 
Lafontaine Credit Union Ltd. 

Lakewood Credit Union Ltd. 

Lambton Financial Credit Union Ltd. 

Lasco Employees’ (Whitby) Credit Union Ltd. 
Latvian Credit Union Ltd. 

Lear Seating Canada Employees’ (Kitchener) Credit 
Union Ltd. 

London and District School Staffs’ Credit Union Ltd. 
London Civic Employees’ Credit Union Ltd. 
London Diesel Employees’ Credit Union Ltd. 
London Fire Fighters’ Credit Union Ltd. 

London Free Press Employees’ Credit Union Ltd. 
Maitland Credit Union Ltd. 

Mariposa Community Credit Union Ltd. 

McMaster Savings and Credit Union Ltd. 
Medical-Dental Financial, Savings & Credit Union Ltd. (The) 
Member Savings Credit Union Ltd. 

MemberOne Credit Union Ltd. 

Mennonite Savings and Credit Union (Ontario) Ltd. 
Metro Credit Union Ltd. 

Metropolitan Separate School Board Employees 
Credit Union Ltd. 

Miracle Credit Union Ltd. 

Mitchell & District Credit Union Ltd. 

Molson Brewery Employees Credit Union Ltd. 
Moore Employees’ Credit Union Ltd. 

Motor City Community Credit Union Ltd. 
Municipal Employees (Chatham) Credit Union Ltd. 
Nasco Employees’ Credit Union Ltd. 

NCR Employees’ Credit Union Ltd. 

Niagara Credit Union Ltd. 

North York Community Credit Union Ltd. 


cD 
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Northern Credit Union Ltd. 

Northern Lights Credit Union Ltd. 

Northland Savings and Credit Union Ltd. 
Northridge Savings & Credit Union Ltd. 
O.W.L. (Orillia) Credit Union Ltd. 

ONR Employees’ (North Bay) Credit Union Ltd. 
Ontario Civil Service Credit Union Ltd. 

Ontario Educational Credit Union Ltd. 

Ontario Provincial Police Association Credit 
Union Ltd. 

Oregon Employees Credit Union Ltd. 

Oshawa Community Credit Union Ltd. 

Ottawa Carleton Credit Union Ltd. 

Ottawa Fire Fighters’ Credit Union Ltd. 

Ottawa Women's Credit Union Ltd. 
Ottawa-Carleton Police Credit Union Ltd. 

Pace Savings & Credit Union Ltd. 
Parama Lithuanian Credit Union Ltd. 
Pedeco (Brockville) Credit Union Ltd. 

Peek Frean Employees’ (Toronto) Credit Union Ltd. 
Peterborough Community Credit Union Ltd. 

Photel (Toronto) Credit Union Ltd. 

Pitney-Bowes Employees’ (Toronto) Credit Union Ltd. 
Police Credit Union Ltd. (The) 

Polish (London) Credit Union Ltd. 

Polish Alliance (Brant) Credit Union Ltd. 
Portuguese Canadian (Toronto) Credit Union Ltd. 
Prime Savings Credit Union Ltd. 

Prosperity One Credit Union Ltd. 

rovincial Alliance Credit Union Ltd. 

Psychiatric Research Institute Employees’ (London) 
Credit Union Ltd. 
Quaker & OMC Industrial Credit Union Ltd. 
Quinte Community Savings & Credit Union Ltd. 
R.B.W. Employees’ (Owen Sound) Credit Union Ltd. 
Railway Employees’ (Sarnia) Credit Union Ltd. 
Regional Health Services Credit Union Ltd. 
Resurrection Credit Union Ltd. 

Rideau/St. Lawrence Community Credit Union 
Rochdale Credit Union Ltd. 

Saugeen Community Credit Union Ltd. 
Scarborough Hospitals Employees' Credit Union Ltd. 
Shelburne Credit Union Ltd. 

Sheridan Park Credit Union Ltd. 

Slovenia Parishes (Toronto) Credit Union Ltd. 
Smiths Falls Community Credit Union Ltd. 
So-Use Credit Union Ltd. 

Southlake Regional Health Centre Employees’ 
Credit Union Ltd. 

Southwest Regional Credit Union Ltd. 

St. Catharines Civic Employees’ Credit Union Ltd. 
St. Elizabeth of Hungary Parish (Toronto) Credit 
Union Ltd. 
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St. Josaphat's Parish (Toronto) Credit Union Ltd. 
St. Mary's (Toronto) Credit Union Ltd. 

St. Marys Paperworkers Credit Union Ltd. 

St. Stanislaus-St. Casimir's Polish Parishes Credit 
Union Ltd. 

St. Thomas District Teachers’ Credit Union Ltd. 
St. Thomas Provincial Civil Servants Credit 
Union Ltd. 

St. Willibrord Community Credit Union Ltd. 
Standard Tube Employees’ (Woodstock) Credit 
Union Ltd. 

Starnews Credit Union Ltd. 

State Farm (Toronto) Credit Union Ltd. 

Stelco Finishing Works Credit Union Ltd. 
Sudbury Regional Credit Union Ltd. 
Sunnybrook Credit Union Ltd. 

Superior Credit Union Ltd. 

Sydenham Community Credit Union Ltd. 
Taiwanese - Canadian Toronto Credit Union Ltd. 
Talka Lithuanian Credit Union Ltd. 

TEAME Credit Union Ltd. 

Thamesville Community Credit Union Ltd. 
Thorold Community Credit Union Ltd. 

Thunder Bay Elevators Employees’ Credit Union Ltd. 
Timmins Regional Credit Union Ltd. 

Tobacco Workers’ (Guelph) Credit Union Ltd. 
Toronto Electrical Utilities Credit Union Ltd. (The) 
Toronto Municipal Employee's Credit Union Ltd. 
Twin Oak Credit Union Ltd. 

Ukrainian (St. Catharines) Credit Union Ltd. 
Ukrainian Credit Union Ltd. 

Unigasco Community Credit Union Ltd. 
Unilever Employees Credit Union Ltd. 

United Employees Credit Union Ltd. 

United Ukrainian (Hamilton-Wentworth-Halton) 
Credit Union Ltd. 

Unity Savings and Credit Union Ltd. 

Utilities Employees’ (Windsor) Credit Union Ltd. 
Victory Community Credit Union Ltd. 

Virtual One Credit Union Ltd. 

Wallace Barnes Employees’ Credit Union Ltd. 
Waterloo County Education Credit Union Ltd. 
Waterloo Regional Credit Union Ltd. 

West Fort William Credit Union Ltd. 

William S. Gibson Employees’ Credit Union (Mt. 
Dennis) Ltd. 

Windsor City Centre Credit Union Ltd. 

Windsor Family Credit Union Ltd. 
Windsor-Essex County Catholic Parishes Credit 
Union Ltd. 

Winona Provincial Civil Servants Credit Union Ltd. 
Woodslee Credit Union Ltd. 








Worthington Employees (Brantford) Credit Union Ltd, 


Your Neighbourhood Credit Union Ltd. 


Caisses Populaires 

Caisse populaire Alexandria Limitée 

Caisse populaire Azilda Inc. 

Caisse populaire Coniston Inc. 

Caisse populaire d'Alban Limitée 

Caisse populaire d'Alfred Limitée 

Caisse populaire de Bonfield Limitée 

Caisse populaire de Casselman Limitée (La) 
Caisse populaire de Cochrane Limitée 

Caisse populaire de Cornwall Inc. 

Caisse populaire de Field Limitée (La) 

Caisse populaire de Hawkesbury Limitée 
Caisse populaire de Hearst Limitée 

Caisse populaire de Kapuskasing Limitée 
Caisse populaire de Limoges Limitée 

Caisse populaire de Mattawa Limitée 

Caisse populaire de Mattice Limitée 

Caisse populaire de New Liskeard Limitée (La) 
Caisse populaire de Noélville Limitée 

Caisse populaire de North Bay Limitée 

Caisse populaire de Pointe-aux-Roches Limitée 
Caisse populaire de St-Albert Inc. 

Caisse populaire de Técumseh Inc. 

Caisse populaire de Timmins Limitée (La) 
Caisse populaire de Verner Limitée 

Caisse populaire d'Earlton Limitée (La) 

Caisse populaire d'Orléans Inc. 

Caisse populaire Embrun Inc. 

Caisse populaire Hammond Limitée 

Caisse Populaire Héritage D'Ottawa-Ouest Inc. 
Caisse populaire Lasalle Sudbury Limitée (La) 
Caisse populaire Nolin de Sudbury Incorporée 
Caisse populaire Notre-Dame d'Ottawa Inc. 
Caisse populaire St. Bernardin Limitée (La) 
Caisse populaire St-Charles Boromée Limitée 
Caisse populaire Ste-Anne de Prescott Limitée (La) 
Caisse populaire Ste-Anne-Laurier d'Ottawa Inc. 
Caisse populaire St-lsidore Limitée (La) 
Caisse populaire St-Jacques de Hanmer Inc. 
Caisse populaire Sturgeon Falls Limitée 
Caisse populaire Trillium Inc. 

Caisse populaire Val Caron Limitée 

Caisse populaire Vermillon 

Caisse Populaire Vision Inc. 

Caisse populaire Welland Limitée 





Leagues 

LAlliance des caisses populaires de l'Ontario Inc. 
Credit Union Central of Ontario 

Fédération des caisses populaires de |'Ontario 
Inc.(La ) 
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Deposit Insurance Corporation of Ontario 


Mission 
To protect depositors 
Vision 


We will support the Ontario Credit Union and Caisse Populaire System by providing depositor 
protection, building financial soundness and working in collaboration with stakeholders. 


Values 


In all our activities we will strive to: 

@ Act with professionalism and integrity; 

Provide value; 

Be proactive and innovative; 

Recognize and respect the principles, values and diversity of the credit union/caisse populaire system; 
Collaborate with stakeholders; 


Recognize the diversity and acknowledge the importance of our staff; 


Provide an environment where employees are treated fairly, and given opportunity and encouragement 
to develop their potential. 


Corporate Governance 


The Deposit Insurance Corporation of Ontario is an agency of the Province of Ontario established in 1977 and currently 
operates under the Credit Unions and Caisses Populaires Act, 1994. The Act sets out DICO's objects, powers and duties as 
well as general terms for deposit insurance and other governing parameters. DICO functions within the legal framework 
established by the Act, Management Board of Cabinet Secretariat Directive on Agency Establishment and Accountability 
and other applicable laws. The Corporation is ultimately accountable to the Legislature through the Minister of Finance for 
the conduct of its affairs. 


The Act requires that the DICO Board of Directors "shall manage the affairs or supervise the management of the affairs of 
the Corporation...". The Board of Directors is composed of up to eleven persons all of whom are appointed by the 
Lieutenant-Governor-in-Council to serve for various terms of usually up to three years. At least four of the members of the 
Board must be appointed from individuals nominated by the credit union and caisse populaire movement. 


DICO follows a unique appointments process to ensure that it recruits the best qualified people to its Board. The 
Corporation has established a skills profile in addition to a position description for directors. DICO has also established a 
gender, experience, skills and geographic representation profile for the Board as a whole to ensure that it maintains an 
appropriate balance of these attributes. All potential candidates for the Board are screened and interviewed by a committee of 
the Board prior to being recommended for appointment to the Minister. In each case, DICO provides the Minister with more 
than one candidate for each position. Once the Minister has made a selection, that recommendation is forwarded to the 
Cabinet for approval. 


DICO follows best practices in corporate governance including: 
¢ a formal director orientation process; 

continuous director development; 

Board succession planning; 

annual Board assessment and feedback; 

regular in-camera sessions; and 

annual strategic planning session. 


The Board also establishes annual objectives for itself and measures its performance against those stated objectives. These 
include strategies for risk management and communication with stakeholders, executive management and management 
reporting and control. 


DICO is a member and active participant in the Conference Board of Canada's Corporate Governance Forum. This forum 
provides the Corporation with an insight into best and next practices for achieving excellence in governance. 





Sub-Committees of the Board (as at December 31, 2003) 


DICO’s Board of Directors Meetings 2003 


# Meetings % Attendance by Directors 
DICO Board 4) 95% 


Audit and Finance Committee 3 100% 
Risk Management Committee 100% 
Human Resources Committee 100% 


Governance Committee 100% 





Audit and Finance Committee 


This committee reviews the investment policies and procedures as well as monthly and annual financial 
statements of the Corporation. It reviews the results of the external auditors’ audit of the annual financial 
statements. The committee also reviews recommendations made by the internal auditors regarding internal 
controls and procedures and ensures that appropriate action is taken. 

¢ David Yule, Chair 

¢ Barbara Boake 

¢ Laura Talbot-Allan 

¢ Wm. D. (Bill) Spinney, ex-officio 


Governance Committee 


This committee reviews and makes recommendations to the Board on governance, corporate policy 
issues, bylaws and policies. The committee also acts as a co-ordinator of the Board for special projects 
such as corporate strategic planning. 

¢ Wm. D. (Bill) Spinney, Chair 

¢ Sherry MacDonald 

¢ Royal Poulin 

¢ David Yule 


Human Resources Committee 


This committee reviews and makes recommendations to the Board on policies relating to the 
Corporation’s human resources plans, compensation, employee benefits and related matters. 
¢ Royal Poulin, Chair 

* Ron Fitzgerald 

¢ Laura Talbot-Allan 

+ Wm. D. (Bill) Spinney, ex-officio 


Risk Management Committee 


This committee reviews the principal risks to the Corporation including deposit insurance risk exposure 
and makes recommendations to the Board regarding risk assessment and risk management policies, 
programs and guidelines. 

¢ Sherry MacDonald, Chair 

* Ron Fitzgerald 

¢ Benoit Martin 


+ Wm. D. (Bill) Spinney, ex-officio 
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Message from the Chair 





Wm. D. (Bill) Spinney 
Chair of the Board of Directors 


By the end of 2003 
DICO had exceeded all 
of the targets set out 
in its 2001 - 2005 
Corporate Plan.... 

The current financial 
health and operational 
capacity of the Ontario 
credit union and caisse 
populaire movement 


is strong. 


On behalf of the Board of Directors of DICO, I am pleased to highlight 


some of the Corporation's accomplishments over the past year: 


e No depositor lost any deposit funds placed with an Ontario credit 
union or caisse populaire; 

e Despite the failure of two member institutions, there were no claims 
against the deposit insurance reserve fund; 

e The cost of deposit insurance to our member institutions was 
minimized; 

e The deposit insurance reserve fund grew to $60.8 million - ahead of 
target by $4.7 million and equivalent to 60% of our long term fund 
target of 60 basis points of insured deposits; 

e Recoveries from past losses amounted to $6.6 million; and 

e The government of Ontario extended its loan guarantee for a further 
five-year term. 


By the end of 2003 DICO had exceeded all of the targets set out in its 
2001-2005 Corporate Plan. The original plan called for an interim 
deposit insurance reserve fund of $35 million by the end of 2005 and 
average premiums of about $1.09 per thousand of insured deposits in 
2003. As a result of better than expected claims experience, recoveries on 
past losses and increased growth in the system, the reserve fund target was 
exceeded during 2003 and average premiums have decreased to about 
$1.03 per thousand dollars of insured deposits. 


The current financial health and operational capacity of the Ontario 
credit union and caisse populaire movement is strong. Despite continuing 
consolidation within the system and competitive pressures, individual 
members continue to grow and expand their services to their members. 


Through its policies and programs, DICO 1s continuing to support the 
stability of and confidence in the movement. Several new initiatives 
undertaken during 2003 underscore our commitment to partnering with 
our members to improve risk management processes. Our review of the 
commercial lending practices of larger member institutions confirms that 
the commercial credit risk within the industry is generally well managed. 
Our smaller member institutions’ initiative is helping these limited-service 
member institutions comply with our standards by assisting them in 
implementing appropriate risk management practices. Finally, our on-site 
verification (inspection) program has been modified to respond to recom- 
mendations made by member institutions. We believe that these initiatives 
have improved our overall effectiveness in meeting our mandate. 


With all the increased focus on corporate governance over the past year, 
DICO is proud of its own record. When it comes to corporate gover- 
nance, DICO's Board practices what it preaches. The Board follows best 
practices in governance as set out in current literature on the subject 
including the Conference Board of Canada's publications. For example, 


WN 


each Board meeting includes an in-camera session 
as well as a director development portion. Details 
of our governance practices can be found in this 
annual report. 


I would like to take this opportunity to express my 
appreciation to all our Board members for their 
dedication and professionalism in working together 
in the interests of all stakeholders. Readers will note 
from their respective biographies, that all of our 
directors bring a high level of skill, expertise and 
experience to the Corporation. 


On behalf of the Board, I would also like to express 
our appreciation to the staff and management of 


DICO for their continuing support. 


Looking Forward 


The movement's current stable financial and opera- 
tional position has had implications for DICO's 
strategic direction. The strategies employed over the 
past few years to improve risk management prac- 
tices at individual member institutions have been 
largely successful due, in large measure, to the on- 
going positive and productive dialogue between 
member institutions and DICO's Board and staff. 
As a result, DICO's future strategies will focus on 
maintaining these high levels of compliance with 
standards by monitoring developments at member 
institutions and building constructive relationships 
with boards and management. The level of direct 
intervention will likely continue to decline signifi- 
cantly over the next few years as all member institu- 
tions achieve full compliance with standards of 
sound business and financial practices. 


For 2004, we have identified a number of key 
priorities: 


e Updating our standards of sound business and 
financial practices by-law (By-law #5) to provide 
more flexibility for different types of institutions 
with different risk profiles; 

e Reviewing our premium system and premium 
rates; 

e Enhancing our risk assessment, on-site verification 
(inspection) and risk management capabilities 
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through improved technology and internal 
processes; 

e Streamlining our operations to minimize 
operating costs; 

e Reviewing our investment strategies to ensure 
that fund yield is maximized while maintaining 
adequate levels of liquidity; and 


e Reviewing our consumer information strategies. 


Rather than holding our Annual Information 
Meeting in Toronto in the spring, we will be meet- 
ing with stakeholders across the province during 
2004 to obtain feedback on our various initiatives 
and programs. We believe that this process will pro- 
vide a better forum for discussions and participa- 
tion. 


In conclusion, we believe that our long-term 
strategic direction has supported our mandate to 
protect depositors and the system's goal to be more 
competitive and responsive to its members’ needs. 
By exercising continued vigilance through our risk 
assessment and management programs and by 
building a strong financial base, DICO believes that 
we continue to protect depositors effectively, reduce 
the cost of depositor protection, and contribute to 
the stability of and confidence in Ontario's credit 
unions and caisses populaires. We look forward to 
working with our stakeholders to achieve these 
goals. 


On behalf of the Board, I would like to express my 
sincere appreciation to all stakeholders who have 
joined with us in demonstrating a willingness to 
communicate and work together in achieving these 
goals. 


On behalf of the Board of Directors, 





William D. (Bill) Spinney 
Chair 


Composition of DICO Board of Directors 





Wm. D. (Bill) Spinney 


Wm. D. (Bill) Spinney, Chair of 
the Board, is General Manager of 
Parry Sound Area Community 
Business and Development 
Centre which provides lending/ 
mentoring to small businesses as 
well as Community Economic 
Development services. Bill has a 
background in administration and 
commercial credit with a chartered 
bank as well as commercial and 


residential real estate brokerage. 
Mr. Spinney was appointed on 
March 19, 2003 and his term 
expires on March 18, 2006. 





Benoit Martin 


Benoit Martin retired as Electronics 
& Project Chief Engineer with 
General Dynamics Canada. 

His activities with the caisses 
populaires movement included 
the position of Chair and Vice 
Chair of La Fédération des caisses 
populaires de l'Ontario and 
member and Chair of various 
caisses populaires. Mr. Martin 

is also active in a number of 
community organizations. Mr. 
Martin was appointed February |, 
2001 and his term expires on 
February |, 2004. 





Barbara Boake 


Barbara Boake is a Partner with 
McCarthy Tétrault in the Toronto 
office where she practices insol- 
vency and financial restructuring 
law. She has acted as a senior 
advisor to the Minister of Finance 
(Ontario) on the regulation of 
financial institutions. Ms. Boake 
was appointed to a second term 
on March 03, 2003 and her term 
expires on March 04, 2006. 


Royal Poulin 


Royal Poulin is currently Chair of 
the Ontario Northland 
Transportation Commission. He 
also serves as Chair and Vice- 
Chair of various community and 
provincial boards. Over the 
years, Mr. Poulin has been 
actively involved in a number of 
community, municipal, and 
provincial organizations, in 
addition to being elected Mayor of 
Cache Bay, Ontario in 1971. 

Mr. Poulin was appointed on 
April 3, 2002 and his term 
expires on April 2, 2005. 





Ron Fitzgerald 


Ron Fitzgerald retired in 1997 as 
Chief Executive Officer of The 
Civil Service Cooperative Credit 
Society Limited (CS COOP). He 
was also Vice-President of The 
Association of Credit Unions 

of Ontario and represented inde- 
pendent credit unions at The 
Canadian Payments Association. 
He has been actively involved 
with credit unions since 1964. 
Mr. Fitzgerald was appointed to a 
second 3 year term on May 21, 
2003 and this term expires on 
May 20, 2006. 


Laura Talbot-Allan 


Laura Talbot-Allan is the Vice 
President, University Relations at 
University of Waterloo, responsible 
for strong outreach communica- 
tions, relations with all levels of 
business and government, and 
strategic initiatives to generate 
external support including the 
$260 million private sector 
Campaign. Previously, Laura held 
senior executive roles with several 
Canadian utilities, the federal 
government, and the Red Cross. 
She was also Vice Chair of the CS 
COOP Board, Chair of the Society 
of Management Accountants of 
Canada and remains involved with 
several environmental non-profit 
Boards. Ms. Talbot-Allan was 
appointed on March 20, 2002 and 
her term expires on March 19, 2004. 





a A i A % — 
Sherry MacDonald 


Sherry MacDonald is a VP of Risk 
Management and Compliance at 
a major education savings plan 
organization with a focus on risk 
management of investment port- 
folios and adherence to regulatory 
requirements in operations. 

With more than thirteen years of 
financial management experience 
in the investment management 
and pension industries, she has 
specialized in start-up implemen- 
tation of treasury and finance 
functions as SVP Finance and 
Chief Financial Officer. Ms. 
MacDonald was appointed on 
March 20, 2002 and her term 
expires on March 19, 2005. 





David Yule 


David Yule, Vice-Chair, retired in 
1997 as a partner with Ernst G 
Young where he was involved in 
their financial institution audit 
practice and their forensic 
accounting practice. He currently 
serves on several boards of direc- 
tors and carries on a financial 
consulting practice. Mr. Yule was 
appointed on March 20, 2002 
and his term expires on March 
19, 2004. 


DICO 2003 Activities and Accomplishments - CEO's Report 





Andrew Poprawa 
President & CEO 


Deposit Insurance Corporation of Ontario 


On behalf of the staff of DICO, I am pleased to provide an overview of 
the state of the Ontario credit union and caisse populaire movement and 
to report on DICO's progress in achieving our corporate goals in 2003. 


Membership Changes 


During 2003, the rate of consolidation in the movement started to abate 

with the number of active member institutions declining by 12 compared 
to 26 the year before. This decline was entirely due to further mergers or 

amalgamations among member institutions. 


Strong Asset and Deposit Growth 


Despite the continued consolidation in the movement, total on-balance 
sheet assets and deposits again exhibited strong growth year over year of 
19%. Of this increase, 12.3% related to the purchase of the Province of 
Ontario Savings Office by Desjardins Credit Union. 


Capitalization Remains Strong 


In spite of the strong asset growth, the aggregate capital within the 
movement remained at 6.9% of assets of which 4.2% represented retained 
earnings. At the end of 2003, every individual member institution had 
met the prescribed statutory minimum of 5%. 


Asset Quality Holds Steady 


As a result of prudent credit management, the system's asset quality, as 
measured by loan costs, again improved despite continued loan growth. 
In addition, the coverage ratio (loan allowances as a percentage of 
impaired loans) has steadily increased over the past three years indicating 
that member institutions are establishing prudent reserves in the event of 
future credit problems. 


THE ONTARIO SYSTEM ASSETS AND REGULATORY CAPITAL 


$ Billions 
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Profitability Improves 


Profitability during 2003 continued to be impacted by 
the low interest rate environment in Canada. While 
financial margins held relatively steady, improved con- 
trols over operating costs helped aggregate after tax 
earnings to improve to 41 basis points of average 
assets from 37 basis points in the prior year. 


EARNINGS IN THE ONTARIO SYSTEM 
PERCENTAGE OF AVERAGE ASSETS 
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Enhanced Adherence to Standards of Sound Business and 


Financial Practices 


During 2003, adherence to the industry's Standards 
of Sound Business and Financial Practices contin- 
ued to improve as measured by the results of the 
On-Site Verification (inspection) program. By the 
end of the year, 62% of member institutions repre- 
senting over 75% of the movement's assets had 
achieved full compliance with the standards - a 
significant increase from the prior year. 


Distribution of Member Institutions By Premium 
Category 


DICO's differential premium system measures the 
ageregate risk profiles of institutions using quantita- 
tive and qualitative factors for five key components 
- capital, asset quality, adherence to standards of 
sound business and financial practices, earnings, 
and interest rate risk. The following table demon- 
strates the positive migration of the movement to 
lower premium rate tiers over the past four years. 


As a result, the cost of deposit insurance to member 
institutions continues to decline. 


Overall DPS Risk Ratings: 2000 to 2003 


Distribution based on % of System Assets 





Summary 


Despite a low interest rate environment, continued 
competition from domestic and foreign competitors 
and increasing consumer expectations, the credit 
union and caisse populaire movement is growing 
and expanding operations to serve Ontarians 

and their communities. 


DICO's Strategies and Objectives 
To fulfil its statutory mandate, DICO established 


five key corporate objectives in its Corporate Plan 
2001 - 2005: 


@ Proactively assess and manage risk to the fund; 

e Minimize the cost of deposit insurance to 
member institutions; 

e Ensure that sufficient financial reserves are 
available to protect depositors’ funds; 

e Maintain collaborative relationships with our 
stakeholders; and 


@ Be as efficient and effective as possible. 
We are pleased to report that significant progress 


has been made in achieving these objectives and the 
specific goals outlined in our plan. 
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Proactively Assess and Manage Risk to the Fund 
With the support of our stakeholders, DICO has 


implemented rigorous and disciplined processes to 
assess and manage the risk to the fund in order to 
protect the interests of depositors. These processes 
have assisted in the significant reduction of claims 
against the fund as well as improving the financial 
and operational health of our member institutions. 


During 2003 our specific goals included: 


e Verifying adherence with the Standards of Sound 
Business and Financial Practices by conducting 
On-Site Verifications (OSVs); 

e Identifying potential risks by conducting off-site 
monitoring risk assessment; 

@ Providing member institutions with financial 
analysis and other information to assist in 
managing their risks; 

e Conducting research into emerging risks and 
providing information to stakeholders; 

@ Intervening in the affairs of member institutions 
where the risk to the fund was considered 
significant or where member institutions 
required assistance and guidance. 


2003 Results 


Adherence to Standards of Sound Business and Financial 
Practices 


DICO's Standards of Sound Business and 
Financial Practices (DICO By-law #5) are a key 
element of our risk assessment and management 
strategy. We believe that those member institutions 
that comply with these standards will significantly 
reduce the likelihood of problems and resulting 
intervention by DICO or the Financial Services 
Commission of Ontario (FSCO). Our analysis of 
the Member Institution Self-Assessment Report 
(MISAR) filings and the results of On-Site 
Verifications indicate the level of awareness and 
adherence has risen significantly over the past year. 
DICO has identified those member institutions 
that are in material, sustained non-compliance 
with the standards and is working with them to 
ensure that adherence is improved. 


Deposit Insurance Corporation of Ontario 


On-Site Verification (OSV) 


DICO completed 128 On-Site Verifications in 
2003. Pursuant to our agreement with the regula- 
tory agency responsible for Ontario credit unions 
and caisses populaires, FSCO, these OSVs were 
conducted in accordance with agreed upon stan- 
dards using external professional firms. During 
2003 DICO enhanced the OSV program in 
response to a number of concerns raised by 
member institutions and industry representatives. 
Enhancements to our program include staff 
representation at the exit meetings after OSVs are 
concluded, more focus on material risks as a basis 
of measuring adherence and a more transparent 
appeals process in the event of differences of 
opinion. As a result of these enhancements, the 
ratings of OSVs by member institutions have 
improved significantly over the past year. 


Commercial Loan Reviews 


To address the potential risk inherent in the 
growing commercial loan portfolio within the 
movement, DICO undertook a pilot project 
during 2003 to review the commercial lending 
practices and portfolios of seven larger member 
institutions utilizing expert external resources. The 
results of the review indicate that the commercial 
loan practices within the movement are generally 
satisfactory. DICO intends to continue the project 
in 2004 and expects to produce a series of recom- 
mendations for improved risk management in this 
important area. 


Smaller Member Institution Initiative 


In recognition of the special needs of smaller 
member institutions, particularly closed bond 
credit unions with limited savings and loan opera- 
tions, DICO undertook during 2003 to modify its 
risk assessment and management process for these 
institutions. Rather than engaging professional 
firms to undertake OSVs, a DICO staff member 
has been conducting on-site reviews and, while on 
site, assisting member institutions in implementing 
the required risk management processes to ensure 
adherence to the standards. This new approach 
recognizes the limited resources available to smaller 
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Total Assets (billions) 


billions) 


Regulatory Capital ratio (leverage basis) 


Asset quality (loan costs as a % of average assets) 


Profitability (net income % of average assets 


institutions and will improve their ability to 
continue to provide services to their members. 


Risk Assessment and Monitoring 


During 2003 DICO continued to refine its risk 
assessment processes through the use of new and 
innovative technologies. As at the end of the year, 
101 member institutions were filing their quarterly 
reports with DICO electronically, thus reducing 
regulatory burden and cost. 


Providing Financial Analysis and Information 


DICO provides all member institutions with 
financial analysis and information regarding their 
condition and performance on a regular basis. 
These reports, which are available to our member 
institutions through DICO's Web site, assist in 
assessing performance relative to peer groups as 
well as the industry as a whole. 


Conducting Research 


DICO conducts research on emerging risks and 
provides the results to various stakeholders includ- 
ing member institutions, FSCO and the Ministry 
of Finance. During 2003, DICO participated in a 
research group in reviewing interest rate risk regula- 
tions and liquidity requirements. 


Intervening in the Affairs of Member Institutions 


Early involvement with member institutions that 
exhibit a higher risk profile minimizes the likeli- 
hood and size of insurance losses in the future. In 


) 





the event that member institutions are unable or 
unwilling to take appropriate corrective action, 
DICO has the authority to intervene in their affairs 
to assist in ensuring that timely action plans to 
resolve exceptional risks are implemented. 
Intervention is a phased-in approach with four 
stages. As a result of improved risk levels generally, 
the level of intervention by DICO during 2003 


decreased significantly compared to prior years. 


Member institutions that exhibit a higher risk 
profile are placed on the Watchlist. During 2003, 
DICO worked with the boards of 24 member 
institutions on the Watchlist with total assets of 
$1.6 billion. As a result, 17 member institutions 
were successful in resolving their problems and no 
formal intervention was required. At the end of the 
year, 7 institutions (9 in 2002) with assets of $621 
million remained on the Watchlist. 


Member institutions, which meet certain risk-based 
criteria, may be placed under Supervision. In con- 
sultation with the Stabilization Advisory 
Committee, comprised of league and association 
CEOs, minimum capital and other intervention 
criteria for Supervision for all credit unions and 
caisses populaires have been established. The mini- 
mum intervention capital criteria for Supervision is 
now at the same level as the regulatory minimum 
capital level of 5% on a leverage basis. In addition, 
a member institution which has been in material, 
sustained non-compliance with DICO's standards 
of Sound Business and Financial Practices, as deter- 
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mined by the results of an OSV, is also eligible to 
be placed under Supervision. 


DICO follows the practice of providing member 
institutions with time to correct deficiencies in their 
operations, as identified through OSVs, prior to 
being placed under Supervision. The length of time 
provided is dependent on the seriousness of the 
deficiency and the likelihood of early correction. 


At the end of 2003, only 3 member institutions 

(14 in 2002) with assets of $77 million were under 
Supervision. During 2003, the Supervision program 
was successful in ensuring that 13 member institu- 
tions were either fully recapitalized or that the 
causes which led to them being placed under 
Supervision were resolved. 


In circumstances when a member institution is 
unable to meet their obligations, DICO has the 
authority to place it under its Administration. 
Administration allows the member institution to 
continue to operate under DICO's control while 
providing sufficient time to develop and implement 
the most appropriate resolution strategy to protect 
depositors and the fund. At the end of 2003, 
DICO did not have any member institutions under 
Administration. One member institution which had 
been under Administration at the beginning of the 
year came into full compliance with minimum 
capital requirements and sound business and 
financial standards and control was transferred 

back to its members in April 2003. 


Minimize the Cost of Deposit Insurance to 
Member Institutions 


The cost of deposit insurance to member institu- 
tions continues to decrease as a result of improved 
member institution risk profiles. In 2003 average 
premiums amounted to about 2.5% of aggregate 
operating expenses - less than half of what they 
were prior to 2001. In addition, the recovery of 
costs by FSCO to member institutions has also fall- 
en dramatically since the responsibility for routine 
off-site and on-site risk assessment was undertaken 
by DICO. However, DICO recognizes that deposit 


insurance is an important cost factor in today's 


Deposit Insurance Corporation of Ontario 


competitive marketplace. DICO has undertaken, 
as a strategic objective, to minimize these costs 
while ensuring an appropriate risk management 
framework remains in place. During 2003, our 
specific goals included: 


@ Reviewing the premium levels to ensure that they 
are adequate to meet fund targets; and 

e Maximizing recoveries through liquidation and 
litigation. 


2003 Results 


Differential Premium System 


The differential premium system was designed to 
reward member institutions with lower premiums 
if they have a lower risk profile. Each year DICO 
reviews its assessment process and the premium 
rates to ensure that the system is achieving its pri- 
mary goals. The results of risk ratings indicate that 
the majority of member institutions have taken the 
appropriate steps to ensure that their premiums 
rates are minimized, thus lowering the risk to the 
deposit insurance reserve fund. 


As a result of improved risk profiles based on 
increased earnings and better adherence to 
standards, deposit insurance premiums in 2003 
were slightly lower than forecast. 


Maximizing Recoveries Through Liquidation and 
Litigation 

In most instances where a member institution has 
ceased operations, the Corporation is appointed 
Liquidator of the estate. The main purpose is to 
protect depositors and maximize the recovery of 
assets. A complete description of DICO's liquida- 
tion activities is provided on page 16 in this Annual 
Report. At the end of 2003, DICO was managing 
the affairs of 16 institutions (22 in 2002) in 
liquidation. During the year, DICO recovered $1.2 
million in assets of member institutions. During 
2003 DICO’s recoveries on losses were $6.6 million 
through a combination of legal actions and other 
resolution strategies. At the end of 2003, a number 
of potential legal actions to recover losses were 
under consideration. 
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Ensure that Sufficient Financial Resources are 
Available to Protect Depositors’ Funds 


Access to sufficient financial resources is an impor- 
tant element of our depositor protection mandate 
and provides assurance to insured depositors that 
DICO can meet its statutory obligations to pay 
claims, if and when, a member institution fails. To 
ensure that these financial resources are available, 
DICO is in the process of building a deposit insur- 
ance reserve fund and, in addition, maintains a bor- 
rowing facility to meet unexpected claims. During 
2003, our specific goals included: 


e Achieving a reserve fund of $56.1 million; 

e Finalizing a long-term reserve fund strategy; 

e Maintaining appropriate contingency financing; 
and 

e Maximizing investment income on the fund while 
maintaining appropriate liquidity and compliance 


with the Act. 


2003 Results 


Deposit Insurance Reserve Fund 


DICO's primary financial priority during 2003 was 
to continue to build an insurance reserve fund to 
protect depositors while minimizing claims and pre- 
mium levels. At the end of 2003, the fund amount- 
ed to $60.8 million compared to our target of $56.1 
million (at the end of 2002 the fund amounted to 
$43.1 million compared to our target of $41.5 mil- 
lion). The $4.7 million improvement was due pri- 
marily to better than expected loss experience and 
lower operating expenses. Net recovery of losses of 


DEPOSIT INSURANCE RESERVE FUND 
$ MILLIONS 
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$6.6 million in 2003 reflected recoveries on losses 
previously incurred. These recoveries reflect DICO's 
proactive approach to recoveries by implementing 
creative resolution strategies including rehabilita- 
tion, merger, sale and litigation to reduce claims 
costs. The general reserve for insurance losses of $2 
million was decreased by $1 million from the prior 
year in recognition of the decreasing claims trend 
over the past several years. 


Long-Term Fund Strategy 
During 2003 DICO concluded its study and con- 


sultations on the development of a long-term fund 
strategy. The fund strategy is based on an actuarial 
model that measures the probability and risk of 
potential claims against the fund to determine the 
required size of the fund. After consultations with 
industry and government stakeholders in early 
2003, it was concluded that a fund of 60 basis 
points of insured deposits would be sufficient to 
provide a confidence level of 95% that the insur- 
ance fund would not go into deficit. This translates 


DEPOSIT INSURANCE RESERVE FUND 
COMPARISON WITH OTHER PROVINCIAL JURISDICTIONS 
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into a target fund of $101 million at the end of 
2003. DICO has also committed to testing this tar- 
get based on the risk profile of the movement, at 
least annually. 


Maintaining Appropriate Contingency Financing 


In addition to DICO's deposit insurance reserve 
fund, the Corporation has access to a line of credit 
with a major domestic bank secured by a $150 
million loan guarantee provided by the government 
of Ontario. Based upon the long-term fund strategy 
proposed by DICO, this loan guarantee was 
renewed in 2003 for a five-year period until 
December 2008. 


Maximizing Investment Income 


In order to comply with statutory requirements 

and its own liquidity needs, DICO invests all of its 
funds in short term, low-risk securities. At the end 
of 2003 these investments amounted to $64 million 
and yielded an average rate of 2.6% for the year. 


Maintaining Collaborative Relationships with 
Stakeholders 


DICO continues to place a high degree of impor- 
tance on collaborative relationships with its stake- 
holders. Good working relationships with various 
stakeholders are important in order to achieve our 
objectives. During 2003, our specific goals included: 


e Conducting consultative processes through advi- 
sory and ad-hoc committees; 

e Communicating effectively with stakeholders; 
and 

@ Working closely with FSCO and the Ministry of 


Finance. 


2003 Results 


Conducting Consultative Processes 


Our advisory committees play a significant role in 
helping the Corporation to develop its stabilization 
programs, standards of sound business and finan- 
cial practices and related implementation tools. 
During 2003, DICO amended its policy to allow 
for industry representatives to chair two of these 
committees. DICO is grateful to the members of 


Deposit Insurance Corporation of Ontario 


these committees who volunteer their time and 
energy for the benefit of the movement. 


Communicating Effectively with Stakeholders 


In early 2003, we again held an Annual 
Information Meeting (AIM) for our stakeholders 
in addition to participating in the annual general 
meetings of leagues and member institutions. Our 
AIM provided an excellent opportunity to demon- 
strate our accountability and offered stakeholders 
an opportunity to ask questions and raise issues 
directly with our Board and management. 


During 2003, DICO entered into a protocol 
agreement with L'Alliance des caisses populaires de 
l'Ontario. This protocol recognizes the important 
role that L'Alliance plays with its members and has 


been instrumental in improving relationships 
between L'Alliance, its members and DICO. 


DICO's bilingual Internet Web site continues to be 
enhanced on a regular basis. DICO makes available 
all its information and analysis relating to each 
member institution on a confidential basis to the 
institution itself through our Web site. 


Working Closely with FSCO and the Ministry of Finance 


DICO recognizes that a close working relationship 
with the system's regulator will enhance the effec- 
tiveness and efficiency of the depositor protection 
process. FSCO and DICO work together to co- 
ordinate activities and minimize the burden and 
cost to the system. Our letter of understanding with 
FSCO calls for DICO to provide FSCO access to 
its integrated monitoring systems, including OSV 
reports, at no cost to FSCO. We work with FSCO 
to continue the tradition of excellent consumer 
protection for members of credit unions and caisses 
populaires in Ontario. DICO also assists the 
Ministry of Finance in its policy-making function 
by providing information and analysis regarding the 
credit union and caisse populaire industry. 

Through the provisions of its Memorandum of 
Understanding with the Minister of Finance, 
DICO also fulfils other duties as assigned by 


the government. 
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~ DICO's 2003 Financial Scorecard ($Millions) 


Insurance Fund _ 
Insurance Claims 


Recovery of Losses 


| Recoveries on Assets of Liquidated Institutions 


Total Gross Operating Expenses 
Total Net Operating Expenses 


Return on Investments 


Effective and Efficient Management 


DICO is committed to ensuring that its stakehold- 
ers receive value for money. To achieve this goal, 
DICO has established a disciplined approach to 
corporate governance. At the core of its governance 
structure is the planning and reporting framework. 
Management submits its annual business plan to 
the Board of Directors, the Minister of Finance 
and Management Board Secretariat for review and 
approval. Actual results are monitored by the Audit 
& Finance Committee of Board at least quarterly 
and the Annual Report provides a report on results 
to all stakeholders. Internal audit and external audit 
reports provide the Board with assurances that 
management has reported information accurately. 
The Superintendent of FSCO also reports to the 
Minister on DICO's activities annually. This report 
is tabled in the Legislature by the Minister. During 
2003, our specific goals included: 


e Updating our Framework for Enterprise Risk 
Management; 

e Ensuring that business plan targets and perform- 
ance targets are met or exceeded within budget; 

@ Reviewing all DICO corporate policies; 

e Reviewing our organizational structure and 
expenditure levels. 





Target Actual . | 


2003 Results 
Framework for Enterprise Risk Management 


To ensure that its principal risks are effectively 
managed, DICO has developed a comprehensive 
framework for enterprise risk management. This 
framework is essential to determine whether all 
principal risks have been identified, assessed and 
adequately managed. During 2003 DICO 
identified a number of enhancements which will 


be addressed in 2004. 


Business Plan Targets 


During the past year DICO continued to look at 
ways to enhance its effectiveness and efficiency and 
to provide better value to stakeholders. All major 
initiatives were developed while meeting budget 
targets. 


Reviewing Corporate Policies 


In accordance with good corporate governance 
practices, DICO's Board of Directors reviews its 
by-laws and all its corporate policies at least annual- 
ly. No significant changes were made to corporate 
policies during 2003 and none of the Corporation's 
by-laws were amended. 


Reviewing Our Organizational Structure and 
Expenditure Levels 


As the number of member institutions declines and 
their financial and operational health improves, 
DICO must continuously review its organization to 
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Ontario as Liquidator 


The Credit Unions and Caisses Populaires Act, 1994 
(the "Act") provides the Corporation with the 
authority to act as Liquidator of a credit union or 
caisse populaire. When acting as Liquidator, 
DICO's primary objectives are to maximize the 
recovery on the assets for the benefit of all credi- 
tors while ensuring that the liquidation is carried 
out in compliance with the requirements of the 
Act and any other applicable legislation. 


DICO's policy is to seek appointment as 
Liquidator in all situations where deposit insur- 
ance payments are anticipated. In these situations, 
DICO has a direct interest in ensuring that 

the Liquidator's duties and responsibilities are 
managed in an efficient, cost effective manner. 
DICO, in its capacity as Liquidator, employs both 
internal and external resources for the purpose of 
collecting, monitoring and realizing on the assets 
of member institutions in liquidation. 


As at January 1, 2003 DICO was Liquidator of 
22 member institutions with a combined net 
book value of assets of $160.7 million and total 
liabilities of $187.9 million. Since inception, net 
realizations of $164.6 million together with 
DICO deposit insurance payments were applied 
toward the payment of depositor and other 
creditors’ claims. 


During 2003 DICO finalized the liquidation of 
seven member institutions with total net book 
value assets of $37.1 million and total liabilities of 
$47.3 million. DICO accepted one appointment 
as Liquidator during the year (assets of $116 
thousand and liabilities of $108 thousand). 


At year end DICO was managing the affairs of 16 
member institutions in liquidation with residual 
assets of $8.6 million (before provision for losses) 
still to be realized upon. These remaining assets 
consist of 622 loans, substantially all of which are 
classified as impaired. Management's best estimate 
of these recoveries is approximately $2.9 million. 


Deposit Insurance Corporation of Ontario 


Cash Receipts 


Realization on Assets 


Combined Statement of Liquidator’s Receipts and 


Disbursements for the Fiscal Year Ended 


December 31, 2003 (unaudited) 





(Net of Loan Collection Fees) $ 1,101,778 

wets — on ‘cm onion 400000 
Cash Receipts ee ~—4p01778 
Disbursements | _ 

Liquidation Expenses wear 





Excess of Receipts over Disbursements 


787,655 
Cash at Beginning of Year 1,723,454 
Cash available to pay claims 2511109 
Claims Paid 
Directly to Depositors 210,173 
Reimburse DICO 730,218 
Total Claims Paid 940,391 
Closing Cash Position Dec 31, 2003 $ 1,570,718 


16 


ensure that we are meeting our mandate while 
delivering value to our stakeholders. In this context, 
a review of our organizational structure and expen- 
diture levels was undertaken during the year. As a 
result of this review, the Stabilization Services and 
Insurance divisions were merged into a new single 
organizational division responsible for all risk 
assessment and management activities. 


The effect of this and other restructuring initiatives 
was to reduce the number of full time staff equiva- 


lents from 42 to 36 and net operating expenditures 
to $6 million for 2004 - a reduction of 8% from 


the 2003 budget. 


2004 Objectives 


In addition to our normal activities, DICO has 
planned for a number of major initiatives to be 


undertaken during 2004: 


@ Review and revise the Standards of Sound 
Business & Financial Practices (By-law # 5); 

@ Revise the OSV process to implement the new 
standards; 

@ Continue the Smaller Member Institution 
Initiative; 

@ Complete the commercial loan review pilot 
project and develop a risk rating system; 

@ Review and revise the differential premium 
system and the premium rate structure; 

e Design and implement a revised investment 
policy; 

@ Develop a protocol with leagues and associations 
as appropriate; 

@ Develop and test a contingency plan to deal with 
possible failure scenarios; and 

e@ Conduct research into consumer awareness about 
deposit insurance coverage. 


Our Commitment 


The Board and staff of DICO are committed to 
providing protection, security and stability to 
the Ontario Credit Union and Caisse Populaire 
movement for the benefit of all its members. 
We look forward to the opportunity in 2004 to 
continue to demonstrate our commitment. 


Andrew Poprawa, CA 
President & CEO 


Management's Responsibility 


The Deposit Insurance Corporation of Ontario's 
management is responsible for the integrity and fair 
presentation of the financial statements included in 
the annual report. The financial statements have 
been prepared in accordance with Canadian general- 
ly accepted accounting principles. 


The Corporation maintains systems of internal 
accounting controls of high quality consistent with 
reasonable cost. Such systems are designed to provide 
reasonable assurance that the financial information 1s 
accurate and reliable and that company assets and 
liabilities are adequately accounted for and assets 


safeguarded. 


The financial statements have been reviewed by the 
Corporation's Audit and Finance Committee and 
have been approved by its Board of Directors. 
In addition, the financial statements have been 
examined by KPMG 1pP, the auditors, whose report 
follows. 


CW 


Andrew Poprawa, CA 
President & CEO 
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James Maxwell 
Chief Administrative 
and Financial Officer 


Toronto, Canada 
January 16, 2004 


Deposit Insurance Corporation of Ontario 


Auditors’ Report 


ana 


KPMG LLP 


To the Board of Directors of 
Deposit Insurance Corporation of Ontario 


We have audited the Statement of Financial Position 
of Deposit Insurance Corporation of Ontario as at 
December 31, 2003 and the Statement of Operations 
and Changes in the Deposit Insurance Reserve Fund 
and the Statement of Cash Flows for the year then 
ended. These financial statements are the responsibil- 
ity of the Corporation’s management. Our responsi- 
bility is to express an opinion on these financial 
statements based on our audit. 


We conducted our audit in accordance with Canadian 
generally accepted auditing standards. Those stan- 
dards require that we plan and perform an audit to 
obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence support- 
ing the amounts and disclosures in the financial state- 
ments. An audit also includes assessing the accounting 
principles used and significant estimates made by 
management, as well as evaluating the overall financial 
statement presentation. 


In our opinion, these financial statements present 
fairly, in all material respects, the financial position of 
the Corporation as at December 31, 2003 and the 
results of its operations and its cash flows for the year 
then ended in accordance with Canadian generally 
accepted accounting principles. 


KPI G 11 
Chartered Accountants 


Toronto, Canada 
January 16, 2004 


DEPOSIT INSURANCE CORPORATION OF ONTARIO 


Statement of Financial Position 
DECEMBER 31, 2003, WITH COMPARATIVE FIGURES FOR 2002 (IN THOUSANDS OF DOLLARS) 


ASSETS 
Cash 


Investments (note 2) 
Premium receivable 
Accounts and interest receivable 


Deposit insurance advances recoverable 


Capital assets 
(net of accumulated amortization 


of $3,160 (2002 - $3,077)) 


LIABILITIES 


Payables and accruals 
Deferred premium income 
Accrual for deposit insurance losses (note 4) 


Total Liabilities 
EQUITY 


Deposit Insurance Reserve Fund 


Contingencies (note 10) 


See accompanying notes to financial statements. 


On behalf of the Board: 
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$ 67,928 


1,872 
2,788 
2,505 


7,165 


60,763 


$ 67,928 


2002 


$ 1,218 
44,438 
2,219 
356 


3,946 


256 
$ 52,433 


1,948 
2,280 
5,066 


9,294 


43,139 


$ 52,433 


DEPOSIT INSURANCE CORPORATION OF ONTARIO 


Statement of Operations and Changes in the Deposit Insurance Reserve Fund 


YEAR ENDED DECEMBER 31, 2003, WITH COMPARATIVE FIGURES FOR 2002 (IN THOUSANDS OF DOLLARS) 


INCOME 
Premium income 


Other income 


EXPENSES 
Recovery of losses 
Salaries and benefits 
Loan fee 

Operating expense 


Recovery of operating expense 


Excess of income over expenses 


Deposit Insurance Reserve Fund, beginning of year 


Deposit Insurance Reserve Fund, end of year 


See accompanying notes to financial statements. 
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2003 


$ 15,122 
1,833 


16,955 


(6,608) 
3,823 

16 

2,451 
__@51) 
669) 
17,624 
43,139 


$ 60,763 


2002 


$14,110 


WLG7 


L277, 


(5,116) 
4,220 
16 


2,584 


(601) 


1,103 


14,174 


DoJ) 


$43,139 


DEPOSIT INSURANCE CORPORATION OF ONTARIO 
Statement of Cash Flows 


YEAR ENDED DECEMBER 31, 2003, WITH COMPARATIVE FIGURES FOR 2002 (IN THOUSANDS OF DOLLARS) 


Cash received from (applied to): 
Operations: 
Excess of income over expenses 
Items charged to operations not affecting cash 
Recovery of losses 
Gain on disposal of capital assets 


Amortization 


Changes in: 
Premium receivable 
Accounts and interest receivable 
Payables and accruals 


Deferred premium income 


Net deposit insurance recoveries / advances (note 4) 


Investing activities: 


Purchase of capital assets 


Proceeds on sale of capital assets 


Increase in cash position 

Cash position, beginning of year 

Cash position, end of year 

Supplementary cash flow information: 
Loan fee paid during the year 


Interest received during the year 


2003 


$ 17,624 


(6,608) 
(2) 
133 
11,147 


(510) 
83 
(76) 
508 
5 
7,091 
18,243 


(94) 

2 

(92) 
18,151 
45,656 
$ 63,807 


$ 16 
$ 1,680 


Cash position is defined as cash and short-term investments less any borrowings. 


See accompanying notes to financial statements. 


2002 


$ 14,174 


(5,116) 
(2) 
151 
9,207 


(1,164) 
645 


fe L277 


Notes to Financial Statements 
Year ended December 31, 2003 


General 


Deposit Insurance Corporation of Ontario is an 
"Operational Enterprise" Agency of the Province of 
Ontario without share capital established under the pro- 
visions of the Credit Unions and Caisses Populaires Act. 


The statutory objects of the Corporation under the Act 

are to: 

e provide deposit insurance to depositors of member 
institutions; 

e act as stabilization authority for the credit union and 
caisse populaire system; 

e promote standards of sound business and financial 
practices; 

e collect and publish statistics; 

e provide financial assistance to member institutions; 

e act as administrator of member institutions; 

e minimize deposit insurance risk and size of claims. 


The Act empowers the Corporation to assess its member 
institutions to meet the Corporation's requirements for 
insurance funding and administrative costs. The 
Corporation establishes its premium levy annually. The 
levy is submitted to the 
Government of Ontario for review and incorporation 


established premium 


into the regulations through appropriate amendments as 
necessary. 


In addition, the Corporation's borrowings, if any, are 
guaranteed by the Minister's guarantee on behalf of the 
Province of Ontario. The guarantee was for a maximum 
of $75 million and expired on December 31, 2003. A 
new guarantee has been approved for a maximum of 
$150 million, effective January 1, 2004 and continues 
until December 31, 2008. In addition to the guarantee 
fees of one-half of one per cent of the average end of day 
balance outstanding of any debt obligation subject to the 
Minister's guarantee, the Province of Ontario charges a 
fee of 5 basis points on the unused portion of any credit 
facility guaranteed for the period ending December 31 
of each year during which the new guarantee is in effect. 


1. Summary of Significant Accounting Policies: 


These financial statements have been prepared in accor- 
dance with Canadian generally accepted accounting prin- 
ciples. These financial statements do not reflect the assets, 
liabilities or operations of credit unions or caisses popu- 
laires where the Corporation has been appointed liquida- 
tor. 


Deposit Insurance Corporation of Ontario 


(a) Premium Income: 


Premiums are based on a Differential Premium Risk 
Classification System applied to insured deposits held by 
member institutions. Premium income is recognized 
when earned. 


(b) Provision for Losses: 


The provision for losses includes allowances against 
deposit insurance advances and an accrual for losses for 
which advances have not been made at the date of the 
Statement of Financial Position. 


Funds advanced in respect of deposit insurance and loans 
to member institutions are initially recorded at cost. 
Deposit insurance advances recoverable are presented on 
the Statement of Financial Position net of allowances 
thereon. 


The accrual for deposit insurance losses includes both 
provisions for specific losses and a general provision for 
losses. Specific provisions for losses in respect of insured 
deposits are estimated by management and recorded 
when conditions, in the opinion of management, exist 
that will likely result in losses to the Corporation. 


The general provision for losses reflects management's 
best estimate of losses on insured deposits arising from 
the inherent risk in member credit unions and caisses 
populaires. The provision is established by assessing the 
aggregate risk in member institutions based on current 
market and economic conditions, the likelihood of loss- 
es and the application of historic loss experience. Future 
economic conditions are not predictable with certainty 
and actual losses may vary, perhaps substantially, from 
management's estimates. 


(c) Pension Benefits: 


The Corporation has a defined contribution pension plan 
covering all of its regular, non-contractual employees. 
Earnings are charged with the cost of pension benefits 
earned by employees as service is rendered. Pension 
expense is determined by a fixed percentage of the 
employees’ income plus the matching of the employees’ 
contribution to a maximum of 4%. The Corporation 
assumes no actuarial or investment risk. 


(d) Future Non-pension Post-retirement Benefits: 


Future non-pension post-retirement benefits relate to the 
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Corporation's extended health, dental and life benefits 
for both active employees for whom a full eligibility date 
was determined and existing qualified retirees. The 
Corporation accrues obligations under these plans as the 
employees render the service necessary to earn the future 
benefits. The cost of these future non-pension post- 
retirement benefits earned by employees is actuarially 
determined. Accruals for these costs represent discount- 
ed future expenditures for existing retirees and discount- 
ed future expenditures during the period of active 
employment for current employees to an expected 
retirement date. 


(e) Investments: 


Investments comprise short-term fixed income instru- 
ments and are recorded at amortized cost. The discounts 
are amortized on a straight line basis over the terms of the 
instruments. 


(f) Capital Assets: 


Capital assets are recorded at cost. Amortization of furni- 
ture and equipment is provided by the diminishing-bal- 
ance method at the rate of 20 per cent per annum. 
Computer and related equipment and software are amor- 
tized over three years on a straight-line basis. Leasehold 
improvements are amortized on a straight-line basis over 
the term of the lease. Automobiles are amortized by the 
declining-balance method at the rate of 24 per cent per 
annum. 


2. Investments: 


Investments have terms to maturity less than one year. 
They have a weighted-average yield of 2.62% (2002- 
2.84%). In compliance with the Corporation's investment 
policy and relevant statutes, all investments are highly 
liquid fixed rate contracts and are RI MID or better on the 
DBRS scale. 


2003 2002 
(thousands) 
Treasury Bills-Canada $31,941 $ 31,997 
Treasury Bills-Ontario 8,446 8,960 
Promissory Notes-other provinces 7,931 1,984 
Bankers Acceptance 14,805 1,497 
Total Investments $63,123 $ 44,438 


3. Borrowings: 


The Corporation has in place a revolving credit facility, 
approved by the Ontario Financing Authority, which 
administers the Minister's guarantee, as follows: 


Maximum Credit Outstanding as 





Available at Dec. 31, 2003 
(thousands) 
Canadian Chartered Bank $ 20,000 Nil 


The borrowings are guaranteed by the Minister's guaran- 
tee on behalf of the Province of Ontario. The interest 
rate on the line of credit is Bankers’ Acceptance rates 
plus 14 basis points. 


The Corporation pays an annual fee of 5 basis points in 
arrears to the Province of Ontario on the unused portion 
of this credit facility with the Chartered Bank. The 
standby fee charged by the Chartered Bank is 3 basis 
points on average unused portion of the credit facility, 
payable in arrears quarterly. 


4. Accrual for Deposit Insurance Losses: 


The provision for losses includes specific provisions for 
known or likely losses from specific member institutions 
and a general provision for losses not identified with spe- 
cific institutions. That portion of the provision for losses 
recorded in the year and in previous years which has not 
yet required payment by the Corporation is shown in lia- 
bilities on the Statement of Financial Position as "Accrual 
for deposit insurance losses". 


_ 2003 __ 2002 _ 


(thousands) 


Accrual for deposit insurance losses, 


beginning of year $ 5,066 $ 9,749 


Increase in accrual for current year's 


ta 0 0 
deposit insurance losses 
Decrease in accrual for prior year's deposit (6,608) (5,116) 
insurance losses j 
(Decrease) Increase in deposit insurance (3,044) 1.189 


advances recoverable 


Accrual for deposit insurance losses, at 
end of year 


(2,505) — (5,066) 


Net deposit insurance 


(recoveries)/advances $ (7,091) 796 


The general provision for losses included in "Accrual for 
deposit insurance losses" amounted to $2,000,000 (2002 - 
$3,000,000) and is calculated in accordance with the 
methodology as described in note 1(b). 


5. Lease Commitments: 


The operating lease for the Corporation's premises is for 
the term commencing January 1, 1998 and ending 
August 5, 2007. The future annual minimum rent is 
$140,000. In addition, the Corporation is required to pay 
property taxes and common area maintenance costs of 
approximately $280,000 per annum. 


6. Income Taxes: 


The Corporation is subject to income taxes under the 
Income Tax Act. It has accumulated losses for income tax 


purposes of $38,777,000. They expire as follows: 





Originating _- Expiring Amount 
Taxation Year Taxation Year (thousands) 
1997 2004 7,449 
1998 2005 6,885 
1999 2006 Dew) 
2000 2007 4,992 
2001 2008 4,191 
2002 2009 5,161 
2003 2010 4,124 
_ $38,777 


7. Pension Plan: 


The Corporation implemented a defined contribution 
pension plan from January 01, 1999. The pension 
expense charged to income for 2003 was $310,000 
(2002-$319,000). 


8. Future Non-pension Post-retirement benefits: 


The Corporation accounts for the current value of future 
non-pension post-retirement benefits. The accrued obli- 
gation as at December 31, 2003, as actuarially deter- 
mined, is $784,000 (2002 - $708,000). Current service 
costs, including interest, were $105,000 (2002, = 
$81,000). These costs are subject to actuarial re-evalua- 
tion resulting from emerging experience gains and losses. 


The assumptions used in the actuarial valuation of the 
future benefits obligations consisted of: interest rate of 
6.5%, rate of compensation increase of 4.0% and annual 
rate of increase in health and dental costs of 11.0%, grad- 
ing down to 5% per annum over 8 years. 


9. Directors’ Expense: 


During the year the directors received an aggregate remu- 
neration of $55,000 (2002 - $84,000). Total directors’ 


Deposit Insurance Corporation of Ontario 


expense was $37,000 (2002 - $53,000). The fixed per 
diem rate for the Chair is $500 and for all other board 
members it is $300. 


10. Contingencies: 


The Corporation is subject to various legal actions 
brought against it in the normal course of business, when 
acting in the capacity of administrator or liquidator. It is 
the view of the Corporation's management that these 
actions will be successfully defended. Accordingly, no 
provisions have been made in these financial statements. 


11. Fair Value Disclosure: 


The fair value of financial assets and liabilities which 
include cash, investments, premium receivable, accounts 
and interest receivable, payables and accruals approximate 
their carrying amounts. 


The fair value of deposit insurance advances recoverable 
and the accrual for deposit insurance losses have not been 
determined because it is not practicable to determine fair 
value with sufficient reliability. 


12. Compensation: 


The following information is furnished in compliance 
with the Public Sector Salary Disclosure Act, 1996. 





Employee Position held Compensation* Taxable** 
Benefits 

Brydges, Barry Vice President 

Insurance & Risk 

Management $ 135,942 $216,973 
Burgman, John Chief Information 

Officer $ 110,208 Sor 
Dale, Richard Manager, Insurance 

& Risk Management $ 104,862 $ 2,840 
Foster, C. William D. Vice President 

Asset Management 

& Recoveries $ 150,254 $ 11,356 
Maxwell, James Chief Administrative 

& Financial Officer — $ 130,588 $ 12,349 
Poprawa, Andrew President and CEO $ 210,592 $5,814 


* During 2003 there were 27 pay periods instead of the normal 
26 on a bi-weekly cycle causing compensation figures to appear 
higher than the actual annual rates. 

** Includes taxable group life insurance, parking and use of 


company vehicle. 


13. Comparative Figures: 


Certain comparative figures for 2002 have been reclassi- 
fied to conform with the financial statement presentation 


adopted for 2003. 
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Deposit Insurance Corporation of Ontario’s Member Institutions 


December 31, 2003 


Credit Unions 

3M Employees’ (London) Credit Union Ltd. 
Adjala Credit Union Ltd. 

Air - Toronto Credit Union Ltd. 

Airline Financial Credit Union Ltd. 

All Trans Financial Services Credit Union Ltd. 
Anishinabek Nation Credit Union Inc. 

APPLE Community Credit Union Ltd. 
Arnstein Community Credit Union Ltd. 
ASCU Community Credit Union Ltd. 

Atlas and Civic Employees’ (Niagara Region) 
Credit Union Ltd. 

Auto Workers (Ajax) Credit Union Ltd. 

Auto Workers Community Credit Union Ltd. 
Badge Credit Union Ltd. 

Bay Credit Union Ltd. 

Bayshore Credit Union Ltd. 

Black & McDonald Employees. (Toronto) 
Credit Union Ltd. - 

Brant Community Credit Union Ltd. 

Brewers Warehousing Employees (Hamilton) 
Credit Union Ltd. 

Brewers Warehousing Employees (Kitchener) 
Credit Union Ltd. 

Budd Automotive Employees (Kitchener) 
Credit Union Ltd. 

Buduchnist Credit Union Ltd. 

Burlington Municipal Employees 

Credit Union Ltd. 

C.B.C. (Toronto) Credit Union Ltd. 

C.N. (London) Credit Union Ltd. 

C.N.R. Employees (Lakehead Terminal) Credit 
Union Ltd. 

Campbell's Employees’ (Toronto) 

Credit Union Ltd. 

Canada Sand Papers Employees’ (Plattsville) 
Credit Union Ltd. 

Canadian General Tower Employees (Galt) 
Credit Union Ltd. 

Canadian Transportation Employees’ Credit 
Union Ltd. 

Canal City Savings and Credit Union Ltd. 
Cangeco (Guelph) Credit Union Ltd. 
Cataract Savings & Credit Union Ltd. 

CCB Employees’ Credit Union Ltd. 

City Savings & Credit Union Ltd. 

Civil Service Co-operative Credit Society 
Ltd. (The) 

Communication Technologies 

Credit Union Ltd. 

Community Saving & Credit Union Ltd. 
Cornwall General Hospital Employees’ Credit 
Union Ltd. 

Croatian (Toronto) Credit Union Ltd. 


Crown Cork & Seal Employees 

Credit Union Ltd. 

Dana Canada Employees’ (Ontario) Credit 
Union Ltd. 

Desjardins Credit Union Inc. 

Domtar Newsprint Employees (Trenton) Credit 
Union Ltd. 

DUCA Financial Services Credit Union Ltd. 
Dundalk District Credit Union Ltd. 
Dunnville and District Credit Union Ltd. 
Durham Educational Employees’ 

Credit Union Ltd. 

Employees of Dofasco (Hamilton) 

Credit Union Ltd. 

Espanola & District Credit Union Ltd. 
Estonian (Toronto) Credit Union Ltd. 
Etobicoke Aluminum Employees’ 

Credit Union Ltd. 

Etobicoke Teachers’ Credit Union Ltd. 
Eureka Employees’ (Woodstock) 

Credit Union Ltd. 

Federal Employees (Hamilton) 

Credit Union Ltd. 

Federal Employees (Kingston) 

Credit Union Ltd. 

Fiberglas Employees (Guelph) 

Credit Union Ltd. 

Finnish (Toronto) Credit Union Ltd. 

Fire Department Employees Credit Union 
Ltd. (The) 

FirstOntario Credit Union Ltd. 

Food Family Credit Union Ltd. 

Fort Erie Community Credit Union Ltd. 
Fort York Community Credit Union Ltd. 
G.S.W. (Fergus) Credit Union Ltd. 
Ganaraska Credit Union Ltd. 

Genfast Employees Credit Union Ltd. 
Goderich Community Credit Union Ltd. 
Goodyear Employees (Bowmanville) Credit 
Union Ltd. 

Grey Bruce Health Services Credit Union Ltd. 
Guelph & Wellington Credit Union Ltd. 
Hald - Nor Community Credit Union Ltd. 
Hamilton Community Credit Union Ltd. 
Hamilton Municipal Employees 

Credit Union Ltd. 

Hamilton Teachers’ Credit Union Ltd. 
Health Care Credit Union Ltd. 

Heartland Community Credit Union Ltd. 
Hepcoe Credit Union Ltd. 

Heritage Savings & Credit Union Inc. 
Hir-Walk Employees’ (Windsor) 

Credit Union Ltd. 

Hobart Employees’ (Owen Sound) 
Credit Union Ltd. 


Holy Family Catholic Parishes Credit Union Ltd. 
Holy Angel's & St. Anne's Parish (St. Thomas) 
Credit Union Ltd. 

Holy Name Parish (Pembroke) 

Credit Union Ltd. 

Howard Smith (Cornwall) Credit Union Ltd. 
Howell Lithographic Employees (Hamilton) 
Credit Union Ltd. 

Innisfil Credit Union Ltd. 

Italian Canadian Savings & Credit Union Ltd. 
Kakabeka Falls Community Credit Union Ltd. 
Kawartha Credit Union Ltd. 

Kellogg Employees Credit Union Ltd. 

Kenora District Credit Union Ltd. 

Kingston Community Credit Union Ltd. 
King-York Newsmen Toronto Credit Union Ltd. 
Korean (Toronto) Credit Union Ltd. 

Korean Catholic Church Credit Union Ltd. 
Kraft Canada Employees’ (Cobourg) Credit 
Union Ltd. 

Krek Slovenian Credit Union Ltd. 

L.J.U.N.A. Local 183 Credit Union Ltd. 

Labatt Employees’ (London) Credit Union Ltd. 
Labatt's Employees’ (Toronto) 

Credit Union Ltd. 

Lafontaine Credit Union Ltd. 

Lakewood Credit Union Ltd. 

Lambton Financial Credit Union Ltd. 

Lasco Employees’ (Whitby) Credit Union Ltd. 
Latvian Credit Union Ltd. 

Lear Seating Canada Employees’ (Kitchener) 
Credit Union Ltd. 

London and District School Staffs’ Credit 
Union Ltd. 

London Civic Employees’ Credit Union Ltd. 
London Diesel Employees’ Credit Union Ltd. 
London Fire Fighters’ Credit Union Ltd. 
Maitland Credit Union Ltd. 

Mariposa Community Credit Union Ltd. 
McMaster Savings and Credit Union Ltd. 
Media Group Financial Credit Union Ltd. 
Medical-Dental Financial, Savings & Credit 
Union Ltd. (The) 

Member Savings Credit Union Ltd. 
MemberOne Credit Union Ltd. 

Mennonite Savings and Credit Union 
(Ontario) Ltd. 

Metro Credit Union Ltd. 

Metropolitan Separate School Board 
Employees Credit Union Ltd. 

Miracle Credit Union Ltd. 

Mitchell & District Credit Union Ltd. 

Molson Brewery Employees Credit Union Ltd. 
Moore Employees’ Credit Union Ltd. 

Motor City Community Credit Union Ltd. 


Municipal Employees (Chatham) 

Credit Union Ltd. 

Nasco Employees’ Credit Union Ltd. 
NCR Employees’ Credit Union Ltd. 
Niagara Credit Union Ltd. 

North York Community Credit Union Ltd. 
Northern Credit Union Ltd. 

Northern Lights Credit Union Ltd. 
Northland Savings and Credit Union Ltd. 
Northridge Savings & Credit Union Ltd. 
ONR Employees’ (North Bay) 

Credit Union Ltd. 

Ontario Civil Service Credit Union Ltd. 
Ontario Educational Credit Union Ltd. 
Ontario Provincial Police Association Credit 
Union Ltd. 

Oregon Employees Credit Union Ltd. 
Oshawa Community Credit Union Ltd. 
Ottawa Carleton Credit Union Ltd. 
Ottawa Fire Fighters’ Credit Union Ltd. 
Ottawa Police Credit Union Ltd. 

Ottawa Women's Credit Union Ltd. 

Pace Savings & Credit Union Ltd. 
Parama Lithuanian Credit Union Ltd. 
Pedeco (Brockville) Credit Union Ltd. 
Peek Frean Employees’ (Toronto) 

Credit Union Ltd. 

Peterborough Community Credit Union Ltd. 
Peterborough Industrial Credit Union Ltd. 
Photel (Toronto) Credit Union Ltd. 
Police Credit Union Ltd. (The) 

Polish Alliance (Brant) Credit Union Ltd. 
Portuguese Canadian Credit Union Ltd. 
Prime Savings Credit Union Ltd. 
Prosperity One Credit Union Ltd. 
Provincial Alliance Credit Union Ltd. 
Quinte Community Savings & 

Credit Union Ltd. 

R.B.W. Employees’ (Owen Sound) Credit 
Union Ltd. 


Railway Employees’ (Sarnia) Credit Union Ltd. 


Resurrection Credit Union Ltd. 

Rideau/St. Lawrence Community Credit 
Union 

Rochdale Credit Union Ltd. 

Saugeen Community Credit Union Ltd. 
Scarborough Hospitals Employees’ Credit 
Union Ltd. 

Shelburne Credit Union Ltd. 

Sheridan Park Credit Union Ltd. 


Slovenia Parishes (Toronto) Credit Union Ltd. 


Smiths Falls Community Credit Union Ltd. 
So-Use Credit Union Ltd. 


Southlake Regional Health Centre Employees’ 


Credit Union Ltd. 
Southwest Regional Credit Union Ltd. 


Deposit Insurance Corporation of Ontario 


St. Catharines Civic Employees: 
Credit Union Ltd. 


St. Josaphat's Parish (Toronto) Credit Union Ltd. 


St. Mary's (Toronto) Credit Union Ltd. 

St. Marys Paperworkers Credit Union Ltd. 
St. Stanislaus-St. Casimir's Polish Parishes 
Credit Union Ltd. 

St. Thomas Provincial Civil Servants 

Credit Union Ltd. 

St. Willibrord Community Credit Union Ltd. 
Standard Tube Employees’ (Woodstock) Credit 
Union Ltd. 

Starnews Credit Union Ltd. 

State Farm (Toronto) Credit Union Ltd. 
Stelco Finishing Works Credit Union Ltd. 
Sudbury Regional Credit Union Ltd. 
Sunnybrook Credit Union Ltd. 

Superior Credit Union Ltd. 

Sydenham Community Credit Union Ltd. 
Taiwanese - Canadian Toronto Credit Union Ltd. 
Talka Lithuanian Credit Union Ltd. 

TEAME Credit Union Ltd. 

Thamesville Community Credit Union Ltd. 
Thorold Community Credit Union Ltd. 
Thunder Bay Elevators Employees’ 

Credit Union Ltd. 

Timmins Regional Credit Union Ltd. 

Tobacco Workers’ (Guelph) Credit Union Ltd. 


Toronto Electrical Utilities Credit Union Ltd. (The) 


Toronto Municipal Employee's Credit Union Ltd. 
Twin Oak Credit Union Ltd. 

Ukrainian (St. Catharines) Credit Union Ltd. 
Ukrainian Credit Union Ltd. 

Unigasco Community Credit Union Ltd. 
Unilever Employees Credit Union Ltd. 

United Employees Credit Union Ltd. 

United Ukrainian (Hamilton-Wentworth-Halton) 
Credit Union Ltd. 

Unity Savings and Credit Union Ltd. 


Utilities Employees’ (Windsor) Credit Union Ltd. 


Victory Community Credit Union Ltd. 

Virtual One Credit Union Ltd. 

Wallace Barnes Employees’ Credit Union Ltd. 
Waterloo County Education Credit Union Ltd. 
Waterloo Regional Credit Union Ltd. 

West Fort William Credit Union Ltd. 

William S. Gibson Employees’ Credit Union (Mt. 
Dennis) Ltd. 

Windsor City Centre Credit Union Ltd. 

Windsor Family Credit Union Ltd. 
Windsor-Essex County Catholic Parishes Credit 
Union Ltd. 

Woodslee Credit Union Ltd. 

Worthington Employees (Brantford) 

Credit Union Ltd. 

Your Neighbourhood Credit Union Ltd. 


Caisses Populaires 


Caisse populaire Alexandria Limitée 
Caisse populaire Azilda Inc. 

Caisse populaire Coniston Inc. 

Caisse populaire d'Alban Limitée 

Caisse populaire d'Alfred Limitée 

Caisse populaire de Bonfield Limitée 
Caisse populaire de Cochrane Limitée 
Caisse populaire de Cornwall Inc. 
Caisse populaire de Field Limitée (La) 
Caisse populaire de Hawkesbury Limitée 
Caisse populaire de Hearst Limitée 
Caisse populaire de Kapuskasing Limitée 
Caisse populaire de Mattawa Limitée 
Caisse populaire de Mattice Limitée 
Caisse populaire de New Liskeard 
Limitée (La) 

Caisse populaire de Noélville Limitée 
Caisse populaire de North Bay Limitée 
Caisse populaire de Pointe-aux-Roches 
Limitée 

Caisse populaire de St-Albert Inc. 
Caisse populaire de Tecumseh Inc. 
Caisse populaire de Timmins Limitée (La) 
Caisse populaire de Verner Limitée 
Caisse populaire d'Earlton Limitée (La) 
Caisse populaire d'Orléans Inc. 

Caisse populaire Embrun Inc. 

Caisse Populaire Héritage 
d’Ottawa-Ouest Inc. 

Caisse populaire Lasalle Sudbury 
Limitée (La) 

Caisse populaire Nation Inc. 

Caisse populaire Nolin de Sudbury 
Incorporée 

Caisse populaire Rideau d'Ottawa Inc. 
Caisse populaire St. Bernardin Limitée (La) 
Caisse populaire St-Charles Boromée 
Limitée 

Caisse populaire Ste-Anne de Prescott 
Limitée (La) 

Caisse populaire St-Jacques de Hanmer Inc. 
Caisse populaire Sturgeon Falls Limitée 
Caisse populaire Trillium Inc. 

Caisse populaire Val Caron Limitée 
Caisse populaire Vermillon 

Caisse Populaire Vision Inc. 

Caisse populaire Welland Limitée 


Leagues 


LAlliance des caisses populaires de 
l'Ontario Inc. 

Credit Union Central of Ontario 
Fédération des caisses populaires de 
Ontario Inc.(La ) 
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Corporate Governance 


The Deposit Insurance Corporation of Ontario is an agency of the 
Province of Ontario established in 1977 and operates under the Credit 
Unions and Caisses Populaires Act, 1994. The Act sets out DICO's 
Objects, powers and duties as well as general terms for deposit insurance 
and other governing parameters. DICO functions within the legal frame- 
work established by the Act, Management Board of Cabinet Secretariat 
Directive on Agency Establishment and Accountability and other applica- 
ble laws. The Corporation is ultimately accountable to the Legislature 
through the Minister of Finance for the conduct of its affairs. 


Mission 


To protect depositors 


Vision 
We will support the Ontario Credit 


Union and Caisse Populaire System by 





The Act requires that the DICO Board of Directors "shall manage the 
affairs or supervise the management of the affairs of the Corporation...". 
The Board of Directors is composed of up to eleven persons all of whom 
are appointed by the Lieutenant-Governor-in-Council to serve for various 
terms of usually up to three years. At least four of the members of the 

Board must be appointed from individuals nominated by the credit union 
and caisse populaire movement. 


providing depositor protection, building 
financial soundness and working in 


collaboration with stakeholders. 


Values 


























DICO follows a unique appointments process to ensure that it recruits the 
best qualified people to its Board. The Corporation has established a skills 
profile in addition to a position description for directors. DICO has also 
established a gender, experience, skills and geographic representation 
profile for the Board as a whole to ensure that it maintains an appropriate 
balance of these attributes. All potential candidates for the Board are 
screened and interviewed by a committee of the Board prior to being 
recommended for appointment to the Minister. In each case, DICO 
provides the Minister with more than one candidate for each position. 
Once the Minister has made a Selection, that recommendation is 
forwarded to the Cabinet for approval. 


In all our activities we will strive to: 

e Act with professionalism and 
integrity; 

e Provide value; 

e Be proactive and innovative; 

e Recognize and respect the principles, 


values and diversity of the credit 
DICO follows best practices in corporate governance including: 
* a formal director orientation process: 

* continuous director development; 

¢ Board succession planning; 

* annual Board assessment and feedback; 

* regular in-camera sessions; and 
annual strategic planning session. 


union/caisse populaire system; 

e Collaborate with stakeholders; 

e Recognize the diversity and 
acknowledge the importance of our 


staff; 





The Board also establishes annual objectives for itself and measures its 
performance against those stated objectives. These include strategies for 
risk management and communication with stakeholders, executive 

management and management reporting and control. 


® Provide an environment where 
employees are treated fairly, and 


given opportunity and encouragement 





DICO is a member and active participant in the Conference Board of 
Canada's Corporate Governance Forum. This forum provides the 

Corporation with an insight into best and next practices for achieving 
excellence in governance. 


to develop their potential. 





Deposit Insurance Corporation of Ontario Staff 


Kwabena AmoaheAdrienne Barber*Vera BarreSuzanne Boyer*Alla Brachman¢Barry Brydges*John BurgmanePhilippe Cao*Richard Dale 
Judi Denisone Tony D’Errico*Bob Edmison¢ Brigitte Elie Bill Foster*Carmen Gheorghe¢ Sharon HasletteJohn Hutton*Entela Josifie Yasmin Khoja+ 
Steve Kokaliaris*Jim Maxwell¢Alana McLeary*Danny PianezzaeNaile PiranajeAndy Poprawa¢Helen Poter*Andy Rechtshaffene Mercedes Ruano 


Rannie TuringaneGrace WeneMichael White* Richard White*Winnie Yu. 


2 Deposit Insurance Corporation of Ontario 





DICO Business Model 


DICO has developed a business model to encapsulate the way in are considered under the umbrella category of governance. This also 
which the Corporation conducts its business in light of its legislation reflects the importance of strategic management and enterprise risk 

and overall environment. This business model reflects DICO's position | management. The importance of accountability is also highlighted in 
as an integral part of Ontario's financial safety net, with its own legis- the business model, as are the major functions of the Corporation in 
lated mandate. DICO's Board of Directors and management activities fulfiling its mandate. 


Ontario's Financial Institutions - Regulatory / Supervisory System 
Ministry of Finance, Financial Services Commission of Ontario, Deposit Insurance Corporation Of Ontario 


Legislative Environment 





Credit Unions and Caisses Populaires Act Other Legislation, Statutory Requirements and 
DICO's Business Objectives Guidelines, Including 
For the Benefit of Depositors: e Management Board Secretariat Guidelines 
e Provide Deposit Insurance e Other Acts, ie. French Language Services Act, Employment 
e Promote Standards of Sound Business and Financial Standards Act, etc. 

Practices 


e Actas Stabilization Authority 


Governance 


Board of Directors 


Strategic and Policy Direction 


Risk Management Governance Human Resources Audit and Finance 
Committee Committee Committee Committee 












‘Accountability $$ =§=§=+~—_—Strategic Management Enterprise Risk Management 
-eComomePan DICO's Business Strategies: DICO's Key Risk Categories: 
@Amnuaepot = e Risk Assessment / Management e Insurance 


@ Stakeholder Meetings = e Minimizing Insurance Costs e Operational 
 @ Protecting Depositors e Reputational 
e Collaborative Relationships e Financial 
e Efficiency & Effectiveness 





Major Functions 


e Policy Development e Risk Assessment e Litigation Management 

e By-law Review & Development e Insurance e Asset & Liability Management 

e Advice on Legislation e Member Compliance with Legislation e Finance & Treasury 

e Standards of Sound Business & & By-laws e Human Resources Management 
Financial Practices Intervention / Failure Resolution e Legal & Corporate 

e Depositor Communication & Payout Management e Information Systems Technology & 


Awareness 
e Internal Communications 
e Liaison with Stakeholders 
e International Assistance 


Claims & Recoveries Management Management 
Payment Obligations Internal Audit 
Certificate of Insured Deposits 
Differential Premium System 





Control Environment 
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‘Sub-Committees of the Board 
‘(as at December 31, 2004) 


DICO’s Board of Directors Meetings 2004 


% Attendance by 
Directors 


DICO Board 93% 


# Meetings 


Audit and Finance Committee 100% 


Risk Management Committee 88% 


Human Resources Committee 88% 


Governance Committee 100% 


Audit and Finance Committee 

This committee reviews the investment policies and procedures 
as well as monthly and annual financial statements of the 
Corporation. It reviews the results of the external auditors’ 
audit of the annual financial statements. The committee also 
reviews recommendations made by the internal auditor regard- 
ing internal controls and procedures and ensures that appropri- 
ate action is taken. 

¢ David Yule, Chair 

* Barbara Boake 

¢ Laura Talbot-Allan 

¢ Wm. D. (Bill) Spinney, ex-officio 

Governance Committee 


This committee reviews and makes recommendations to the 
Board on governance, corporate policy issues, by-laws and 
policies. The committee also acts as a co-ordinator of the 
Board for special projects such as corporate strategic planning, 
¢ Wm. D. (Bill) Spinney, Chazr 

* Sherry MacDonald 

* Royal Poulin 

¢ David Yule, zce-Chair 

Human Resources Committee 

This committee reviews and makes recommendations to the 
Board on policies relating to the Corporation’s human 


resources plans, compensation, employee benefits and related 
matters. 


* Royal Poulin, Chair 

° Paul Mullins 

¢ Laura Talbot-Allan 

° Wm. D. (Bill) Spinney, ex-officio 

Risk Management Committee 

This committee reviews the principal risks to the Corporation 
including deposit insurance risk exposure and makes recom- 
mendations to the Board relating to its Framework for 
Enterprise Risk Management including risk assessment and risk 
management policies, programs and guidelines. 

* Sherry MacDonald, Chair 

* Ron Fitzgerald 

* Benoit Martin 

¢ Wm. D. (Bill) Spinney, ex-offecio 


| 











DICO Board of Directors 


Wm. D. (Bill) Spinney, Chair of the 
Board, is General Manager of Parry 
Sound Area Community Business and 
Development Centre which provides 
lending/mentoring to small businesses 
as well as Community Economic 
Development services. Bill has a back- 
ground in administration and commer- 
cial credit with a chartered bank as 
well as commercial and residential real 
estate brokerage. Mr. Spinney was 
appointed on March 19, 2003 and his 
term expires on March 18, 2006. 





Wm. D. (Bill) S 


pinney 


Barbara Boake is a Partner with 
McCarthy Tétrault in the Toronto office 
where she practices insolvency and 
financial restructuring law. She has 
acted as a senior advisor to the 
Minister of Finance (Ontario) on the 
regulation of financial institutions. 

Ms. Boake was appointed to a second 
term on March 03, 2003 and her term 
expires on March 04, 2006. 


Barbara Boake 


Ron Fitzgerald retired in 1997 as Chief 
Executive Officer of The Civil Service 
Cooperative Credit Society Limited (CS 
COOP). He was also Vice-President of 
The Association of Credit Unions of 
Ontario and represented independent 
Credit unions at The Canadian 
Payments Association. He has been 
actively involved with credit unions 
since 1964. Mr. Fitzgerald was 
appointed to a second 3 year term on 
May 21, 2003 and this term expires on 


Ron Fitzgerald May 20, 2006. 
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Sherry MacDonald is a VP of Risk 
Management and Compliance at a 
major education savings plan organiza- 
tion with a focus on risk management 
of investment portfolios and adherence 
to regulatory requirements in opera- 
tions. With more than thirteen years of 
financial management experience in the 
investment management and pension 
industries, she has specialized in start- 
up implementation of treasury and 
finance functions as SVP Finance and 
Chief Financial Officer. Ms. MacDonald 
was appointed on March 20, 2002 and 
her term expires on March 19, 2005. 


Benoit Martin retired as Electronics & 
Project Chief Engineer with General 
Dynamics Canada. His activities with 
the caisses populaires movement 
included the position of Chair and Vice 
Chair of La Fédération des caisses 
populaires de |’Ontario and member 
and Chair of various caisses popu- 
laires. Mr. Martin is also active in a 
number of community organizations. 
Mr. Martin was appointed to a second 
term on March 3, 2004 and his term 
expires on March 2, 2007. 


Paul Mullins is a lawyer who has had 
his own practice in Windsor and Essex 
County since 1971. He was a com- 
missioner for the Federal Human 
Rights Tribunal. He is a Director and 
former President of Windsor Homes 
Coalition which provides low income 
housing to needy families. He is a 
Director (since 1981) and former 
President of Woodslee Credit Union 
Limited which has 22,000 members, 8 
branches, and assets of over $270 
million. Mr. Mullins was appointed on 
June 17, 2004 and his term expires on 
June 16, 2007. 
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Laura Talbot-Allan 








Royal Poulin serves as Chair and Vice- 
Chair of various community and 
provincial boards. Over the years, Mr. 
Poulin has been actively involved in a 
number of community, municipal, and 
provincial organizations, in addition to 
being elected Mayor of Cache Bay, 
Ontario in 1971. Mr. Poulin was 
appointed on April 3, 2002 and his 

term expires on April 2, 2005. 


Laura Talbot-Allan is the Vice President, 
University Relations at University of 
Waterloo, responsible for outreach com- 
munications, relations with all levels of 
business and government, and strategic 
initiatives to generate public and private 
sector external support, including the 
$260 million private sector Campaign. 
Previously, Laura held senior executive 
roles with several Canadian utilities, the 
federal government and the Red Cross. 
She was also Vice Chair of the CS COOP 
Board, Chair of the Society of 
Management Accountants of Canada and 
remains involved with Waterloo 
Communitech Board. Ms. Talbot-Allan 
was appointed to a second term on 
March 24, 2004 and her term expires on 
March 23, 2007. 


David Yule, Vice-Chair, retired in 1997 
as a partner with Ernst & Young where 
he was involved in their financial insti- 
tution audit practice and their forensic 
accounting practice. He currently 
serves on several boards of directors 
and carries on a financial consulting 
practice. Mr. Yule was appointed to a 
second term on March 24, 2004 and 
his term expires on March 23, 2007. 





‘Message from the Chair 





Wm. D. (Bill) Spinney 
Chair of the Board of Directors 


On behalf of the Board of Directors of DICO, I am 
pleased to highlight some of the Corporation's accom- 
plishments over the past year: 


e All deposits with an Ontario credit union or caisse 
populaire were protected from loss; 

e The deposit insurance reserve fund grew to $74.4 
million - ahead of target by $4.3 million; 

e There were no claims against the deposit insurance 
reserve fund; 

e Our operations were streamlined to reduce operating 
costs; 

e Investment strategy revised to increase investment 
income; 

e Recoveries from past losses amounted to $1.3 mil- 
lion; 

e Our standards of sound business and financial prac- 
tices by-law was updated and approved by the gov- 
ernment; and 

e A review of our consumer information strategies 
was completed. 


By the end of 2004 DICO had met or exceeded all of 
the targets set out in its Corporate Plan. As a result of 
better than expected claims experience, reduced oper- 
ating expenses, recoveries on past losses and increased 
growth in the system, the interim reserve fund target 
was exceeded during 2004 and is now equivalent to 
75° of our long term fund target of 60 basis points 
of insured deposits. Average premium rates have 


On behalf of the Board, I would like to 
express my sincere appreciation to all 
stakeholders who have joined with us in 
demonstrating a willingness to communicate 


and work together to achieve our goals. 


decreased to $1.02 less than the projected $1.03 per 
thousand dollars of insured deposits. 


Through its policies and programs, DICO is continu- 
ing to support the stability of and confidence in the 
Ontario credit union and caisse populaire movement. 
Our continuing review of the commercial lending 
practices of larger member institutions confirms that 
the commercial credit risk within the industry is gener- 
ally well managed. Our smaller member institutions' 
initiative is helping these limited-service member insti- 
tutions comply with our standards by assisting them in 
implementing appropriate risk management practices. 
Finally, our on-site verification (inspection) program 
continues to focus on material risk areas in order to 
provide value-added feedback to member institutions. 


As a result of effective management by member insti- 
tution boards and staff, the current financial health 
and operational capacity of the Ontario credit union 
and caisse populaire movement continues to be strong 
despite ongoing competitive pressures and a changing 
financial sector landscape. 


During 2004, DICO's board and staff made a special 
effort to meet with stakeholders throughout Ontario. 
Rather than holding our traditional Annual 
Information Meeting in Toronto, we travelled to 20 
various communities across the province to meet with 
directors, managers and staff of our members to 
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obtain feedback on our various initiatives and pro- 
grams. We appreciate the participation of all those 
individuals who took the time and effort to meet with 
us and provide us with their ideas, concerns and sug- 
gestions for improving the delivery of our services. 


With all the increased focus on corporate governance 
over the past few years, DICO is proud of its own 
record. When it comes to corporate governance, 
DICO's Board practices what it preaches. The Board 
follows best practices in governance as set out in cur- 
rent literature on the subject including the Conference 
Board of Canada's publications. For example, each 
Board meeting includes an in-camera session as well as 
a director development portion. Details of our gover- 
nance practices can be found in this annual report. 


I would like to take this opportunity to express my 
appreciation to all our Board members for their dedi- 
cation and professionalism in working together in the 
interests of all stakeholders. Readers will note from 
their respective biographies, that all of our directors 
bring a high level of skill, expertise and experience to 
the Corporation. At the end of the year Ms. Barbara 
Boake, a director for the past five years, indicated that 
she will be leaving the board early in 2005. On behalf 
of the board and staff I would like to thank Barbara 
for her valuable contribution and dedication to DICO. 
Her wise counsel will be missed. During 2004, we wel- 
comed Paul Mullins to the board. Mr. Mullins who was 
nominated by Credit Union Central of Ontario, is a 
lawyer by profession and is currently a director of 
Woodslee Credit Union in Southwestern Ontario. 


On behalf of the Board, I would also like to express 
our appreciation to the staff and management of 
DICO for their continuing suppott. 


Looking Forward 

Developments in the movement's financial and opera- 
tional position have implications for DICO's strategic 
direction. The strategies employed over the past few 
years to improve risk management practices at individ- 
ual member institutions have been successful due, in 
large measure, to the ongoing positive and productive 
dialogue between member institutions and DICO's 
Board and staff. As a result, DICO's future strategies 
will focus on maintaining these high levels of comphi- 
ance with standards by monitoring developments at 
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member institutions and building constructive relation- 
ships with boards and management. The level of 
direct intervention has fallen to an all time low and 

this situation is expected to continue over the next few 
years as all member institutions achieve full compli- 
ance with standards of sound business and financial 
practices. 


For 2005, we have identified a number of key priorities: 


e Assisting our member institutions in implementing 
the updated standards of sound business and finan- 
cial practices by-law (By-law #5); 

e Reviewing our differential premium system and pre- 
mium rates; 

e Enhancing our risk assessment, on-site verification 
(inspection) and risk management capabilities 
through improved technology and internal processes, 

e Participating in the legislative review process 
announced by the government, 

e Reviewing our investment strategies to ensure that 
fund yield is maximized while maintaining adequate 
levels of liquidity and security; and 

e Implementing our consumer information strategies. 


In conclusion, we believe that our long-term strategic 
direction has supported our mandate and the system's 
goal to be more competitive and responsive to its 
members' needs. By exercising continued vigilance 
through our risk assessment and management pro- 
etams and by building a strong financial base, DICO 
believes that we will continue to protect depositors 
effectively, reduce the cost of depositor protection, 
and contribute to the stability of and confidence in 
Ontario's credit unions and caisses populaires. We look 
forward to working with our stakeholders to achieve 
these goals. 


On behalf of the Board, I would like to express my 
sincere appreciation to all stakeholders who have 
joined with us in demonstrating a willingness to com- 
municate and work together in achieving these goals. 


On behalf of the Board of Directors, 





William D. (Bill) Spinney 
Chair 





‘Meeting the Challenge - CEO's Report 





AN 


Andrew Poprawa 
President & CEO 


On behalf of all the staff of DICO, I am pleased to 
provide an overview of the Ontario credit union 
and caisse populaire movement and to report on our 


progress in achieving DICO's corporate goals dur- 
ing 2004. 


Membership Changes 


During 2004 consolidation in the movement contin- 
ued with the number of active member institutions 
declining by 23 to a total of 241 as a result of merg- 
ers or amalgamations among member institutions. In 
addition, several mergers are planned to be complet- 
ed in the first quarter of 2005. Two of these merg- 
ers will create very large institutions by Ontario stan- 
dards - one with assets in excess of $ 3 billion and 
another with assets of almost $2 billion. Upon the 
completion of these mergers, about 49% of the 
assets of the Ontario movement will be held by the 
largest 10 member institutions. 


Asset Growth and Liquidity 


Aggregate on-balance sheet assets and deposits 
exhibited growth year over year of over 4%. Of 
interest, growth in commercial loans remained very 
strong at 16% while aggregate residential mortgage 
loans grew by 11%. The composition of deposit lia- 
bilities remained largely unchanged from the previ- 
ous year with about one-third each in demand, term 
and other registered deposit instruments. At the end 


expandit 


Despite a low interest rate environment, 
continued competition from domestic and 
foreign competitors and increasing 
consumer expectations, the credit union and 
caisse populaire movement is growing and 
1g Operations to serve Ontarians 


and their communities. 


of 2004 gross liquidity was at 15% and at its lowest 
level since mid-2003. 


Capitalization Remains Strong 


In spite of asset and deposit growth, the aggregate 
capital within the movement remained at 6.9% of 
assets of which over 4% represented retained earn- 
ings. At the end of 2004, every individual member 
institution had met the prescribed statutory mini- 
mum of 5% on a leverage basis. 


Loan Quality Holds Steady 


As a result of prudent credit management the sys- 
tem's loan quality, as measured by loan costs, and 
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delinquency remained sound. In addition, the cover- sound business and financial practices, earnings, and : 


age ratio (loan allowances as a percentage of interest rate risk. The following table demonstrates 
impaired loans) has steadily increased over the past the positive migration to lower premium rate tiers 
three years indicating that member institutions are over the past four years. As a result, the overall cost 
establishing prudent reserves in the event of future of deposit insurance to member institutions contin- 


credit problems. Gross delinquency greater than 90 ues to decline. 
days fell to an all time low of 47 basis points of 
total loans compared to 55 basis points in 2003. Overall DPS Risk Ratings: 2000 to 2004 
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and expanding operations to serve Ontarians and 
: ! their communities. However, declining profitability 
os st a 3 ot continues to be a concern for the future viability of 
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Enhanced Adherence to Standards of Sound Business and 


Financial Practices DICO's Strategies and Objectives 

During 2004, adherence to the industry's Standards To fulfil its statutory mandate, DICO has estab- 

of Sound Business and Financial Practices contin- lished five key corporate objectives in its Corporate 
ued to improve as measured by the results of the Plan: 

On-Site Verification (inspection) program. By the 

end of the year, 80% of member institutions includ- _e Proactively assess and manage risk to the fund; 
ing virtually all larger institutions had achieved full e Minimize the cost of deposit insurance to mem- 
compliance with all standards - a significant increase ber institutions; 

from the prior year. e Ensure that sufficient financial reserves are avail- 


able to protect depositors’ funds; 
e Maintain collaborative relationships with our 
DICO's differential premium system measures the stakeholders; and 
ageregate risk profiles of institutions using quantita- e Be as efficient and effective as possible. 
tive and qualitative factors for five key components - 
capital, asset quality, adherence to standards of 


Distribution of Member Institutions by Premium Category 
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We are pleased to report that sienificant progress 
‘has been made in achieving these objectives and the 
specific goals outlined in our plan. 


Proactively Assess and Manage Risk to the Fund 


With the support of our stakeholders, DICO has 
implemented rigorous and disciplined processes to 
assess and manage the risk to the fund in order to 
protect the interests of depositors. These processes 
have assisted in the significant reduction of claims 
against the fund as well as improving the financial 
and operational health of our member institutions. 


During 2004 our specific goals included: 


e Modernizing our Standards of Sound Business 
and Financial Practices; 

e Maintaining a current risk profile for each mem- 
ber institution by conducting on-site and off-site 
risk assessments; 

e Providing member institutions with financial 
analysis and other information to assist in manag- 
ing their risks; 

e Conducting research into emerging risks and pro- 
viding information to stakeholders; 

e Intervening in the affairs of member institutions 
where the risk to the fund was considered signifi- 
cant or where member institutions required assis- 
tance and guidance. 


2004 Results 


Modernizing the Standards of Sound Business and Financial 
Practices 


Throughout 2004 DICO worked closely with an 
advisory committee of system representatives to 
modernize the standards of sound business and 
financial practices with the objective of revising our 
standards by-law. In late 2004, the government, 
upon the recommendation of DICO's Board and 
with the support of the advisory committee 
approved a new by-law. The more significant 
changes to the by-law included a clarification of the 
responsibilities of the board and management, a 
streamlined reporting mechanism and guidance on 
new and emerging risks. The new by-law will 


become effective for fiscal year-ends commencing 
after July 1, 2005. 
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Adherence to Standards of Sound Business and Financial 
Practices 


DICO's Standards of Sound Business and Financial 
Practices (DICO By-law #5) are a key element of 
our tisk assessment and management strategy. We 
believe that those member institutions that comply 
with these standards will significantly reduce the 
likelihood of problems and resulting intervention by 
DICO or the Financial Services Commission of 
Ontario (FSCO). Our analysis of the Member 
Institution Self-Assessment Report (MISAR) filings 
and the results of On-Site Verifications indicate the 
level of awareness and adherence has again risen 
over the past year. DICO has identified a small 
number of member institutions that are still in non- 
compliance with the standards and is working with 
them to ensure that adherence is improved. 


On-Site Verification (OSV) 


DICO completed a total of 111 On-Site 
Verifications, On-Site Reviews and Commercial 
Loan Reviews during 2004. Pursuant to our agree- 
ment with FSCO, the regulatory agency responsible 
for Ontario credit unions and caisses populaires, 
these OSVs were conducted in accordance, with 
agreed upon standards using external professional 
firms. To address the potential risk inherent in the 
growing commercial loan portfolio within the move- 
ment, DICO continued a pilot project initiated in 
2003 to review the commercial lending practices and 
portfolios of a number of member institutions uti- 
lizing expert external resources. The results of the 
review indicate that the commercial loan practices 
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within the movement are generally satisfactory. 
DICO is currently sponsoring a process to develop 
recommendations for best practices in risk manage- 
ment in commercial lending. 


Smaller Member Institution Initiative 


In recognition of the special needs of smaller mem- 
ber institutions, particularly closed bond credit 
unions with basic savings and loan operations, 
DICO continues to employ its own staff to conduct 
on-site reviews and, while on site, assist member 
institutions in implementing the required risk man- 
agement processes to ensure adherence to the stan- 
dards. This approach recognizes the limited 
resources available to smaller institutions and has 
proven to improve their ability to continue to pro- 
vide services to theit members. 


Risk Assessment and Monitoring 


During 2004 DICO undertook to evaluate its cur- 
rent risk assessment framework with a view to mod- 
ernizing the process in light of the changing demo- 
graphics of the Ontario movement. A proposed 
revised "Net Risk Assessment Framework" has been 
developed based on similar frameworks currently 
being used by the Office of the Superintendent of 
Financial Institutions (Canada), the Financial 
Institutions Commission of British Columbia and 
the Credit Union Deposit Guarantee Corporation of 
Saskatchewan. This new framework to be intro- 
duced in 2005 is based on a risk based evaluation of 
the inherent risk associated with each member insti- 
tution and the quality of its risk management consis- 
tent with the requirements of the revised standards 
of sound business and financial practices. 
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Providing Financial Analysis and Information 


DICO provides all member institutions with finan- 
cial analysis and information regarding their condi- 
tion and performance on a regular basis. These 
reports, which are available to our member institu- 
tions through DICO's website site, assist in assessing 
performance relative to peer groups as well as the 
industry as a whole. During 2005, DICO intends to 
revamp its delivery of these reports to ensure that 
they remain useful and relevant. 


Conducting Research 


DICO conducts research on emerging risks and pro- 
vides the results to various stakeholders including 
member institutions, FSCO and the Ministry of 
Finance. During 2004, DICO provided various 
stakeholders with information and reports as 
requested. 


Intervening in the Affairs of Member Institutions 


Early involvement with member institutions that 
exhibit a higher risk profile minimizes the likelihood 
and size of insurance losses in the future. In the 
event that member institutions are unable or unwill- 
ing to take appropriate corrective action, DIGe: Ms 
the authority to intervene in their affairs to assist in 
ensuring that timely action plans to resolve excep- 
tional risks are implemented. Intervention is a 
phased-in approach with three stages. As a result of 
improved risk levels generally, the level of interven- 
tion by DICO during 2004 again decreased signifi- 
cantly compared to prior years. 


Member institutions that exhibit a higher risk profile 
are placed on the Watchlist. During 2004, DICO 


worked with the boards of 13 member institutions 
‘on the Watchlist with total assets of $2.6 billion. As 
a result, 8 member institutions were successful in 
resolving their problems and no formal intervention 
was required. At the end of the year, 5 institutions 
(7 in 2003) with assets of $2.5 billion remained on 
the Watchlist. 


Member institutions, which meet certain risk-based 
criteria, may be placed under Supervision. In consul- 
tation with the Stakeholder Advisory Committee, 
comprised of league and association CEOs and 
other system leaders, minimum capital and other 
intervention criteria for Supervision for all credit 
unions and caisses populaires have been established. 
The criteria for Supervision have been established as 
the failure to meet the regulatory minimum capital 
level of 5% on a leverage basis or material, sustained 
non-compliance with DICO's standards of Sound 
Business and Financial Practices as determined by 
the results of an OSV. DICO follows the practice of 
providing member institutions with time to correct 
deficiencies in their operations, as identified through 
OSVs, prior to being placed under Supervision. The 
length of time provided is dependent on the sert- 
ousness of the deficiency and the likelihood of early 
correction. 


At the end of 2004, there were no member institu- 
tions (3 in 2003) under Supervision. During 2004, 
the Supervision program was successful in ensuring 
that these 3 member institutions were either fully 
recapitalized or that the causes which led to them 
being placed under Supervision were resolved. 


In circumstances when a member institution is 
unable to meet its obligations, DICO has the author- 
ity to place it under its Administration. Administra- 
tion allows the member institution to continue to 
operate under DICO's control while providing suffi- 
cient time to develop and implement the most 
appropriate resolution strategy to protect depositors 
and the fund. During 2004, DICO did not have any 
member institutions under Administration. 


Minimize the Cost of Deposit Insurance to Member 
Institutions 


The cost of deposit insurance to member institu- 
tions continues to decrease as a result of improved 


if 


risk profiles of member institutions. In 2004 average 
premiums amounted to about 2.5% of aggregate 
operating expenses. In addition, the recovery of 
costs by FSCO to member institutions has also fall- 
en dramatically since the responsibility for routine 
off-site and on-site risk assessment was undertaken 
by DICO. However, DICO recognizes that deposit 
insurance is an important cost factor in today's com- 
petitive marketplace. DICO has undertaken, as a 
strategic objective, to minimize these costs while 
ensuring an appropriate risk management framework 
remains in place. During 2004, our specific goals 
included: 


e Reviewing the premium levels to ensure that they 
are adequate to meet fund targets; and 

e Maximizing recoveries through liquidation and liti- 
gation. 


2004 Results 


Differential Premium System 


The differential premium system was designed to 
reward member institutions with lower premiums if 
they have a lower risk profile. Each year DICO 
reviews its assessment process and the premium 
rates to ensure that the system ts achieving its pri- 
mary goals. The results of risk ratings indicate that 
the majority of member institutions have taken the 
appropriate steps to ensure that their premiums 
rates are minimized, thus lowering the risk to the 
deposit insurance reserve fund. As a result of 
improved risk profiles based on increased earnings 
and better adherence to standards, deposit insurance 
premiums in 2004 were lower than forecast. 


Deposit Insurance Premium Rate Comparison with other 
Provincial Jurisdictions 
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An analysis of premium levels indicated that DICO 
was on track to meet its fund target with the current 
level of premium income. As a result, we recom- 
mended to the government that the current level of 
premiums be maintained for 2005. 


Maximizing Recoveries Through Liquidation and Litigation 


In most instances where a member institution has 
ceased operations, the Corporation is appointed 
Liquidator of the estate. The main purpose is to 
protect depositors and maximize the recovery of 
assets. A complete description of DICO's liquida- 
tion activities is provided on page 17 in this Annual 
Report. At the end of 2004, DICO was managing 
the affairs of 11 institutions (16 in 2003) in liquida- 
tion. During the year, DICO realized $1.8 million in 
assets of member institutions. During 2004 DICO's 
recoveries on losses were $1.3 million through a 
combination of legal actions and other resolution 
strategies. At the end of 2004, one legal action to 
recover losses was outstanding, 


Ensure that Sufficient Financial Resources are 
Available to Protect Depositors' Funds 


Access to sufficient financial resources is an impor- 
tant element of our depositor protection mandate 
and provides assurance to insured depositors that 
DICO can meet its statutory obligations to pay 
claims, if and when, a member institution fails. To 
ensure that these financial resources are available, 
DICO is in the process of building a deposit insur- 
ance reserve fund and, in addition, maintains a bor- 
rowing facility to meet unexpected claims. During 
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2004, our specific goals included: 


e Achieving a reserve fund balance of $70.1 million; 

e Implementing the long-term fund strategy; 

e Maintaining appropriate contingency financing; 

e Developing and testing a contingency plan to deal 
with possible failure scenarios and 

e Maximizing investment income on the fund while 
maintaining appropriate liquidity and compliance 
with the Act. 


2004 Results 


Deposit Insurance Reserve Fund 


DICO's primary financial priority during 2004 was 
to continue to build an insurance reserve fund to 
protect depositors while minimizing claims and pre- 
mium levels. At the end of 2004, the fund amounted 
to $74.4 million compared to our target of $70.1 
million. The $4.3 million improvement was due pti- 
marily to better than expected loss experience and 
lower operating expenses. Net recovery of losses of 
$1.3 million in 2004 reflected recoveries on losses 
previously incurred. These recoveries reflect DICO's 
proactive approach to recoveries by implementing 
creative resolution strategies including rehabilitation, 
merger, sale and litigation to reduce claims costs. 
The general reserve for insurance losses of $2 mil- 
lion remained unchanged from the prior yeat. 


Long-Term Fund Strategy 


DICO's fund strategy is based on an actuarial model 
that measures the probability and risk of potential 
claims against the fund to determine the required 
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size of the fund. After consultations with industry 
‘and government stakeholders in 2003, it was con- 
cluded that a fund of 60 basis points of insured 
deposits would be sufficient to provide a confidence 
level of 95% that the insurance fund would not go 
into deficit. At the end of 2004 the fund stood at 
about 45 basis points of insured deposits or 75% of 
the target fund size. DICO has also committed to 
testing this target based on the risk profile of the 
movement, at least annually. Our testing in 2004 
indicated that the fund target had not changed mate- 
rially. 


DEPOSIT INSURANCE RESERVE FUND COMPARISON WITH 
OTHER PROVINCIAL JURISDICTIONS 
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Maintaining Appropriate Contingency Financing 

In addition to DICO's deposit insurance reserve 
fund, the Corporation has access to a line of credit 
with a major domestic bank secured by a $150 mil- 
lion loan guarantee provided by the government of 
Ontario. Based upon the long-term fund strategy 
proposed by DICO, this loan guarantee is in place 
until December 2008. 


Developing and Testing a Contingency Plan 


An important element of DICO's ability to address 
a crisis situation is having a tested contingency plan 
that can adequately respond to various failure sce- 
narios. While past experience has shown that usually 
the most effective response to an institutional failure 
is to place a member institution under administra- 
tion and find going concern solutions, it is possible 
that a situation may arise that would preclude that 
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coutse of action. Under such a scenario, DICO has 
the obligation by statute to pay depositors the por- 
tion of their deposits that are insured. To ensure 
that DICO has the ability to identify insured 
deposits, testing of various member institutions’ 
data systems were undertaken during 2004. As a 
result of these tests, we were able to determine the 
nature and types of issues that might arise in the 
event of a payout scenario as well as verify that the 
reported insured deposits were accurate. 


Maximizing Investment Income 


In order to comply with statutory requirements and 
its own liquidity needs, DICO's policy is to invest all 
of its funds in shorter term, low-risk securities. 
During 2004 DICO engaged a firm of professional, 
independent financial consultants to provide the 
board and management with investment advice on 
structuring its investment portfolio to achieve its 
objectives of capital preservation, adequate liquidity 
and enhanced yield. In light of the uncertainty of 
the timing of DICO's potential liabilities and cur- 
rent market conditions, the consultants recommend- 
ed a gradual approach to extending the duration of 
investments and a move to expand the portfolio to 
include other types of investment vehicles. As a 
result, by the end of 2004 DICO has extended the 
average days to maturity of its $77 million portfolio 
to 164 days. The average yield for investments with 
terms to maturity of 90 days or greater has 
increased to 2.61%. 


Maintaining Collaborative Relationships with 
Stakeholders 


DICO continues to place a high degree of impor- 

tance on collaborative relationships with its stake- 

holders. Good working relationships with various 

stakeholders are important in order to achieve our 

objectives. During 2004, our specific goals included: 

e Conducting consultative processes through adviso- 
ry and ad-hoc committees; 

e Communicating effectively with stakeholders and 
establishing protocols; 

e Conducting research into consumer awareness 
about deposit insurance coverage; and 

e Working closely with FSCO and the Ministry of 


Finance. 


Deposit Insurance Corporation of Ontario 


2004 Results 


Conducting Consultative Processes 


Our advisory committees play a significant role in 
helping the Corporation to develop its stabilization 
programs, standards of sound business and financial 
practices and related implementation tools. During 
2004, the Sound Business and Financial Practices 
Advisory Committee was very active in assisting in 
the modernization of the standards by-law. DICO 
and the entire movement is grateful to the members 
of these committees who volunteer their time and 
energy for the benefit of all member institutions. 


Communicating Effectively with Stakeholders 


In response to feedback obtained in our last stake- 
holder survey DICO conducted a series of 20 
regional meetings across Ontario rather than hold an 
Annual Information Meeting in Toronto. The objec- 
tive of the regional meetings was to provide a forum 
for discussion of various issues including the pro- 
posed new standards of sound business and finan- 
cial practices. At each and every regional meeting, at 
least one DICO board member participated in order 
to meet and interact with stakeholders. 


During 2004, DICO entered into discussions with 
La Fédération des caisses populaires de l'Ontario to 
conclude a protocol agreement similar to one 
entered into with L'Alliance des caisses populaires in 
2003. We expect to finalize the protocol in early 
2005. These protocols recognize the important roles 
that both L'Alliance and La Fédération play with its 
members and have been instrumental in improving 
relationships between L'Alliance, La Fédération, 
their members and DICO. 


DICO's bilingual Internet website site continues to 
be enhanced on a regular basis. DICO makes avail- 
able all its information and analysis relating to each 
member institution on a confidential basis to the 
institution itself. 


Conducting Research into Consumer Awareness 


In conjunction with other Canadian financial servic- 
es compensation funds such as the Canada Deposit 
Insurance Corporation (CDIC), Canadian Investor 
Protection Fund (CIPF), ComCorp (Life & Health 
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Insurance Compensation Fund), Property and 
Casualty Insurance Compensation Corporation 
(PACICC), Mutual Fund Dealers Association 
(MFDA) and the Authorite des Marchés Financiers 
(Quebec) DICO participated in an assessment of 
consumer awareness about compensation schemes. 
The result of the research indicated that the most 
effective way to educate consumers about deposit 
insurance coverage was to provide information at 
the time that deposits are made at the institutions. 
To assist front line staff of member institutions in 
providing information about deposit insurance, 
DICO has developed a "Quick Reference Guide" 
that was distributed in early 2005. DICO is also par- 
ticipating with other compensation funds in a new 
website site at www.financeprotection.ca specifi- 
cally designed to provide guidance to consumers 
about the protection of their financial assets. 


Working Closely with FSCO and the Ministry of Finance 


DICO recognizes that a close working relationship 
with the system's regulator will enhance the effec- 
tiveness and efficiency of the depositor protection 
process. FSCO and DICO work together to co-ordi- 
nate activities and minimize the burden and cost to 
the system. Our letter of understanding with FSCO 
calls for DICO to provide FSCO access to its inte- 
erated monitoring systems, including OSV reports, 
at no cost to FSCO. We work with FSCO to contin- 
ue the tradition of excellent consumer protection 
for members of credit unions and caisses populaires 
in Ontario. DICO also assists the Ministry of 
Finance in its policy-making function by providing 
information and analysis regarding the credit union 
and caisse populaire industry. Through the provi- 
sions of its Memorandum of Understanding with 
the Minister of Finance, DICO also fulfils other 
duties as assigned by the government. 


Effective and Efficient Management 


DICO is committed to ensuring that its stakeholders 
receive value for money. To achieve this goal, DICO 
has established a disciplined approach to corporate 
governance. At the core of its governance structure 
is the planning and reporting framework. Manage- 
ment submits its annual business plan to the Board 
of Directors, the Minister of Finance and Manage- 
ment Board Secretariat for review and approval. 
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Actual results are monitored by the Audit & Finance 
Committee of the Board at least quarterly and the 
Annual Report provides a report on results to all 
stakeholders. Internal audit and external audit reports 
provide the Board with assurances that management 
has reported information accurately. As required by 
statute, the Superintendent of FSCO also reports to 
the Minister on DICO's activities annually. This 
report is tabled in the Legislature by the Minister. 
During 2004, our specific goals included: 


e Updating our Framework for Enterprise Risk 
Management; 

e Ensuring that business plan targets and perform- 
ance targets are met or exceeded within budget; 

e Reviewing all DICO corporate policies; 

e Reviewing our organizational structure and expen- 
diture levels. 


2004 Resuits 


Framework for Enterprise Risk Management 


To ensure that its principal risks are effectively man- 
aged, DICO has developed a comprehensive frame- 
work for enterprise risk management. This frame- 
work is essential to determine whether all principal 
risks have been identified, assessed and adequately 
managed. During 2004 DICO identified a number 
of enhancements which will be addressed in 2005. 


Business Plan Targets 


During the past year DICO continued to look at 
ways to enhance its effectiveness and efficiency and 
to provide better value to stakeholders. All major ini- 
tiattves were developed while meeting budget targets. 


Reviewing Corporate Policies 


In accordance with good corporate governance 
practices, DICO's Board of Directors reviews its by- 
laws and all its corporate policies at least annually. 
DICO also ensures that it itself meets the requite- 
ments of its standards by-law. As a result of the 
proposed new standards by-law, DICO identified 
several new policies that were required to meet the 
new standards. New policies were approved by the 
board in 2004 to address these areas. 


Reviewing our Organizational Structure and Expenditure Levels 


As the number of member institutions declines and 
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their financial and operational health improves, 
DICO must continuously review its organization to 
ensure that we are meeting our mandate while deliv- 
ering value to our stakeholders. In this context, a 
further review of our organizational structure and 
expenditure levels was undertaken during the year. 
As a result of this review, the number of full time 
staff equivalents was reduced from 36 to 33 and net 
operating expenditures to $5.7 million - a reduction 
of 5% from the 2004 budget. 


2005 Objectives 


In addition to our normal activities, DICO has 
planned for a number of major initiatives to be 


undertaken during 2005: 


e Build an insurance reserve fund of $85 million by 
the end of 2005 or 88% of our target; 

e Implement the new Standards of Sound Business 
& Financial Practices by-law; 

e Revise the Risk Assessment Framework and OSV 
process to reflect the new standards; 

e Review and revise the differential premium system 
and the premium rate structure; 

e Design and implement a revised investment policy; 

e Develop a protocol with leagues and associations 
as appropriate; and 

e Update the Framework for Enterprise Risk 
Management. 


Our Commitment 


The Board and staff of DICO are committed to 
providing protection, security and stability to the 
Ontario Credit Union and Caisse Populaire move- 
ment for the benefit of all its members. We look 
forward to the opportunity in 2005 of continuing to 
demonstrate our commitment. 


Andrew Poprawa, CA 
President C CEO 
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Deposit Insurance Corporation of 
Ontario as Liquidator 


The Credit Unions and Caisses Populares Act, 1994 
(the "Act") provides the Corporation with the 
authority to act as Liquidator of a credit union of 
caisse populaire. When acting as Liquidator, 
DICO's primary objectives are to maximize the 
recovery on the assets for the benefit of all credi- 
tors while ensuring that the liquidation is carried 
out in compliance with the requirements of the 


Act and any other applicable legislation. 


DICO's policy is to seek appointment as 
Liquidator in all situations where deposit insurance 
payments are anticipated. In these situations, 
DICO has a direct interest in ensuring that the 
Liquidator's duties and responsibilities are man- 
aged in an efficient, cost effective manner. DICO, 
in its capacity as Liquidator, employs both internal 
and external resources for the purpose of collect- 
ing, monitoring and realizing on the assets of 


member institutions in liquidation. 


During 2004 DICO finalized the liquidation of six 
member institutions with total initial net book 
value assets of $93.8 million and initial total liabili- 
ties of $100.5 million. DICO accepted one 
appointment as Liquidator during the year (assets of 
$1.6 million and liabilities of $1.5 millon). 


At year-end DICO was managing the affairs of 11 
member institutions in liquidation with residual 
assets of $9.3 million (before provision for losses) 
still to be realized upon. These remaining assets 
consist of 424 loans, substantially all of which are 
classified as impaired. Management's best estimate 
of the recoveries for these estates is approximately 
$727 thousand. 
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Combined Statement of Liquidator’s Cash Flow for 


the Fiscal Year Ended 


December 31, 2004 (unaudited) 


Realization on Assets (Net of Loan Collection Fees) 


Less: Liquidation Expenses 


Net Realization 


Less: Payments to Depositors 


Plus: Cash Advances from DICO 


Less: Reimbursements to DICO 


Net Charge in Cash for the Year 


Cash and Investments at Beginning of Year 


Closing Cash and Investments as at Dec. 31, 2004 


$1,840,185 


231,944 


1,608,241 
1,463,584 


150,000 


226,841 


67,816 


$ 1,570,718 


$1,638,534 


Management’s Discussion and 
Analysis 


2004 Financial Performance Review 


Highlights: 
e The Deposit Insurance Reserve Fund (DIRF) 


reached $74.4 million, a net increase of $13.6 mil- 
lion for the year ended December 31, 2004; 


e No new insurance losses were incurred during the 
year; 


e Recoveries of prior insurance losses of $1.3 mil- 
lion; 


e Premium income for the year was $16.2 million, 
5.2% lower than plan and 7.2% higher than last 
year; 


e Operating expenses (before recoveries) totalled 
$5.8 million, $479 thousand (7.6%) below plan 
and $430 thousand (6.9%) lower than last year; 


e Recoveries of operating expenses of $151 thou- 
sand, $166 thousand (52.3%) below plan and $200 
thousand (57%) less than the prior year. 


Statement of Financial Position 


Cash and Investments 

The composition of DICO’s investments reflects 
the nature of the Corporation’s potential insurance 
liabilities. DICO’s investment policy is to invest in 
shorter term, low-risk securities in order to meet its 
possible liquidity needs in the event of an institu- 
tional failure and to comply with requirements under 
both the Income Tax Act and Regulation 78/95 of 
the Credit Unions and Caisses Populares Act, 1994. As 
at December 31, 2004, total cash and investments 
amounted to $77.3 million, made up of cash and 
short-term investments of $27.4 million and invest- 
ments of $49.9 million. The portfolio earned a 
weighted average yield of 2.52%. All investments are 
highly liquid, fixed rate contracts, and are R1 Mid or 
better on the DBRS scale. 


CASH AND INVESTMENTS 2000 - 2004 
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Premiums Receivable 

The premiums receivable of $2.4 million represent 
the current billings of the member institutions with 
fiscal years ending September 30, 2004 and an 
acctual of pro-rated premiums of member institu- 
tions with fiscal years ending October 315* to 


November 30. As at December 31, 2004 there 
were no over-due premiums receivable. 


Deferred Premium Income 

Premiums are calculated based on the amount of 
each member institution’s insured deposits at the 
end of its fiscal year. Premium income is amortized 
over a twelve-month period. Deferred premium 
income of $2.6 million represents the balance of 
pro-rated invoiced amounts for member institutions 
whose fiscal year straddles DICO's fiscal year-end. 


Accrual for deposit insurance losses 

The total liability for deposit insurance losses 
includes a general provision for losses of $2 million 
and specific provisions for the various estates in liq- 
uidation totalling $0.2 million. No new provisions 
for loss were recorded during 2004. The methodolo- 
gy used to determine the provisions for general and 
specific losses is described in details in Note 1(b) to 
the financial statements. 


Deposit Insurance Corporation of Ontario 


Statement of Operations and Changes in the Deposit 
Insurance Reserve Fund 


Deposit Insurance Reserve Fund 

The Deposit Insurance Reserve Fund increased to 
$74.351 million, exceeding the plan by $4.21 million, 
and representing a net increase of $13.59 million in 
2004. The increase in the Reserve Fund was primari- 
ly attributable to a combination of: 


e no deposit insurance losses during the year; 

e continued success in recoveries of prior years’ 
losses; and 

e a reduction in operating expenses. 


INSURANCE FUND 2000 - 2004 


ae an ES 


80 











$ MILLIONS 
& 


20 














oO 








2000 2001 2002 2003 2004 
FISCAL YEAR ENDED 


Premium income 

Premium income for the year totalled $16.2 million, 
$1.1 million (7.2%) higher than last year and $0.9 
million (5.2%) lower than plan. This variance from 
plan was due to an overall improvement in risk pro- 
files of individual member institutions leading to 
being classified as lower risk and thus paying a lower 
premium as well as a lower than anticipated level of 
insured deposits. 


Deposit Insurance Losses (Recoveries) 

During 2004 the liquidation of the estate of Caisse 
Populaire d’Iroquois Falls was substantially complet- 
ed by its liquidator, Deloitte Touche. A final divi- 
dend of some $900,000 was received by the 
Corporation. In addition, during the year the 
Corporation reviewed the status of several other 
member institutions in liquidation and adjusted the 
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required provisions to complete the liquidations. 
The net adjustment resulted in a decrease of 


$400,000 in losses for 2004. 


Operating expenses 

Operating expenses (before recoveries) for 2004 
totalled $5.8 million, a reduction of $0.5 million 
(6.9%) from prior year and 7.6% below plan. The 
favourable variance reflects the lower levels of activ- 
ity as well as the Corporation’s continued success in 
controlling costs. 


Recoveries of operating expenses, which comprise 
fees charged to member institutions under 
Supervision, Administration or Liquidation of the 
Corporation, decreased $200 thousand (57%) from 
2003 and were $166 thousand (52%) lower than 
plan. This decrease is due to the reduction in the 
number of member institutions under Supervision 
and in Liquidation. 


GROSS OPERATING EXPENSES AND 
RECOVERY OF EXPENSES 2000 - 2004 
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| Management's Responsibility 


The Deposit Insurance Corporation of Ontario's 
management is responsible for the integrity and fair 
presentation of the financial statements included in 
the annual report. The financial statements have 
been prepared in accordance with Canadian general- 
ly accepted accounting principles. 


The Corporation maintains systems of internal 
accounting controls of high quality consistent with 
reasonable cost. Such systems are designed to pro- 
vide reasonable assurance that the financial informa- 
tion is accurate and reliable and that company assets 
and liabilities are adequately accounted for and 
assets safeguarded. 


The financial statements have been reviewed by the 
Corporation's Audit and Finance Committee and 
have been approved by its Board of Directors. In 
addition, the financial statements have been exam- 
ined by KPMG LLP, the auditors, whose report fol- 


lows. 


Andrew Poprawa, CA 
President &* CEO 


James Maxwell 
Chief Administrative 
and Financial Officer 


Toronto, Canada 


February 4, 2005 
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KPMG-EEP 


To the Board of Directors of 
Deposit Insurance Corporation of Ontario 


We have audited the Statement of Financial Position 
of Deposit Insurance Corporation of Ontario as at 
December 31, 2004 and the Statement of 
Operations and Changes in the Deposit Insurance 
Reserve Fund and the Statement of Cash Flows for 
the year then ended. These financial statements are 
the responsibility of the Corporation’s management. 
Our responsibility is to express an opinion on these 
financial statements based on our audit. 


We conducted our audit in accordance with 
Canadian generally accepted auditing standards. 
Those standards require that we plan and perform 
an audit to obtain reasonable assurance whether the 
financial statements are free of material misstate- 
ment. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in 
the financial statements. An audit also includes 
assessing the accounting principles used and signifi- 
cant estimates made by management, as well as eval- 
uating the overall financial statement presentation. 


In our opinion, these financial statements present 
fairly, in all material respects, the financial position 
of the Corporation as at December 31, 2004 and 

the results of its operations and its cash flows for 
the year then ended in accordance with Canadian 

generally accepted accounting principles. 


KfanG LF 
Ae es 


Chartered Accountants 


Toronto, Canada 
February 4, 2005 
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DEPOSIT INSURANCE CORPORATION OF ONTARIO 
Statement of Financial Position 


DECEMBER 31, 2004, WITH COMPARATIVE FIGURES FOR 2003 (/N THOUSANDS OF DOLLARS) 


2004 
ASSETS 
Cash and short-term investments (note 2) $ 27,439 
Investments (note 3) 49,855 
Premiums receivable 2,382 
Accounts and interest recetvable 496 
Deposit insurance advances recoverable 907 
Capital assets 
(net of accumulated amortization 259 
of $3,244 (2003 - $3,160)) 
$ 81,338 
LIABILITIES 
Payables and accruals $ 2,145 
Deferred premium income 2,625 
Accrual for deposit insurance losses (note 5) 2,217 
Total Liabilities 6,987 
Deposit Insurance Reserve Fund 74,351 
$ 81,338 


Contingencies (note 11) 


See accompanying notes to financial statements. 


On behalf of the Board: 


Director 


Director 
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: DEPOSIT INSURANCE CORPORATION OF ONTARIO 


Statement of Operations and Changes in the Deposit Insurance Reserve Fund 


YEAR ENDED DECEMBER 31, 2004, WITH COMPARATIVE FIGURES FOR 2003 (IN THOUSANDS OF DOLLARS) 


INCOME 
Premium income 


Other Income 


EXPENSES 
Recovery of losses 
Salaries and benefits 
Operating expenses 


Recovery of operating expenses 


Excess of income over expenses 
Deposit Insurance Reserve Fund, beginning of year 


Deposit Insurance Reserve Fund, end of year 


See accompanying notes to financial statements. 
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2004 


$ 16,207 


1,819 


18,026 


(1,271) 
3,688 


2,172 


(151) 


4,438 


13,588 


60,763 


$ 74,351 


2003 


$15,122 
1,833 


16,955 


(6,608) 
3,823 


2,467 


eee 


(669) 


17,624 


43,139 


$ 60,763 


Deposit Insurance Corporation of Ontario 


DEPOSIT INSURANCE CORPORATION OF ONTARIO 
Statement of Cash Flows 


YEAR ENDED DECEMBER 31, 2004, WITH COMPARATIVE FIGURES FOR 2003 (IN THOUSANDS OF DOLLARS) 


Cash received from (applied to): 


Operations: 


Excess of income over expenses 


Items charged to operations not affecting cash: 


Recovery of losses 
Loss (Gain) on disposal of capital assets 


Amortization 


Changes in: 


Premiums receivable 
Accounts and interest receivable 
Payables and accruals 


Deferred premium income 


Net deposit insurance recoveries (note 5) 


Investing activities: 
Purchase of investments 


Proceeds on sale of investments 
Purchase of capital assets 


Proceeds on sale of capital assets 


(Decrease) Increase during the year 
Cash position, beginning of year 

Cash position, end of year 
Supplementary cash flow information: 


Loan guarantee fee paid during the year 


Interest received during the year 


2004 


$13,588 


(1,271) 


978 
13,647 


(49,855) 
32,360 
(175) 
15 
/(17,655) 
(4,008) 
31,447 
$27,439 


ote 15 
$ 1,482 


Cash position is defined as cash and short-term investments less any borrowings. 


See accompanying notes to financial statements. 
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18,243 


(32,360) 
21,576 


(94) 


Z 


(10,876) 


7,367 


24,080 


$ 31,447 


$ 6 
$ 1,680 
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Notes to Financial Statements 
| Year ended December 31, 2004 


General 


Deposit Insurance Corporation of Ontario is an "Operational 
Enterprise" Agency of the Province of Ontario established 
without share capital under the provisions of the Credit Unions 
and Caisses Populaires Act, 1994. 


The statutory objects of the Corporation under the Act are to: 

@ provide deposit insurance to depositors of member institu- 
tions; 

@ act as stabilization authority for the credit union and caisse 
populaire system; 

@ promote standards of sound business practices; 

@ collect and publish statistics; 

@ provide financial assistance to member institutions; 

® act as administrator of member institutions; 

® minimize deposit insurance risk and size of claims. 


The Act empowers the Corporation to assess its member insti- 
tutions deposit insurance premiums to meet the Corporation's 
requirements for insurance funding and administrative costs. 
The Corporation establishes its premiums rates annually. They 
are approved by the Government of Ontario and incorporated 
into the regulations through appropriate amendments as neces- 
sary. 


Any borrowings of the Corporation are guaranteed by a 
Minister's guarantee on behalf of the Province of Ontario. The 
guarantee is for a maximum of $150 million and continues until 
December 31, 2008. In addition to the guarantee fee of one-half 
of one per cent of the average end of day balance outstanding 
of any debt obligation subject to the Minister's guarantee, the 
Province of Ontario charges a fee of 5 basis points on the 
unused portion of any credit facility guaranteed for the period 
ending December 31 of each year during which the guarantee is 
in effect. 


1. Summary of Significant Accounting Policies: 


These financial statements have been prepared in accordance 
with Canadian generally accepted accounting principles. These 
financial statements do not reflect the assets, liabilities or opera- 
tions of credit unions or caisses populaires where the 
Corporation has been appointed liquidator. 


(a) Premium income: 


Premiums are a Differential Premium Risk 


Classification System as defined by regulation applied to insured 


based on 


deposits held by member institutions. Premium income is cal- 
culated based on the Annual Member Institution Return submit- 
ted by the member institutions, which is due 75 days after its fis- 
cal year end. Premium income is recognized when earned. 
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(b) Provision for losses: 


The provision for losses includes allowances against deposit 
insurance advances to member institutions in liquidation and an 
accrual for losses for which advances have not been made at the 
date of the Statement of Financial Position. 


Funds advanced in respect of deposit insurance and loans to 
member institutions are initially recorded at cost. Deposit insur- 
ance advances recoverable are presented on the Statement of 
Financial Position net of allowances thereon. 


The accrual for deposit insurance losses includes both provi- 
sions for specific losses and a general provision for losses. 
Specific provisions for losses in respect of insured deposits are 
estimated by management and recorded when conditions, in the 
opinion of management, exist that will likely result in losses to 
the Corporation. 


The general provision for losses reflects management's best esti- 
mate of losses on insured deposits arising from the inherent risk 
in member institutions. The provision is established by assessing 
the aggregate risk in member institutions based on current mar- 
ket and economic conditions, the likelihood of losses and the 
application of historic loss experience. Future economic condi- 
tions are not predictable with certainty and actual losses may 
vary, perhaps substantially, from management's estimates. 


(c) Pension benefits: 


The Corporation has a defined contribution pension plan cover- 
ing all of its regular, non-contractual employees. Earnings are 
charged with the cost of pension benefits earned by employees 
as service is rendered. Pension expense is determined by a fixed 
percentage of the employees’ income plus the matching of the 
employees’ contribution to a maximum of 4%. The Corporation 
assumes no actuarial or investment risk. 


(d) Future non-pension post-retirement benefits: 


Future non-pension post-retirement benefits relate to the 
Corporation's extended health, dental and life benefits for both 
active employees for whom a full eligibility date was determined 
and existing qualified retirees. The Corporation accrues obliga- 
tions under these plans as the employees render the service nec- 
essary to earn the future benefits. The cost of these future non- 
pension post-retirement benefits earned by employees is actuar- 
ially determined. Accruals for these costs represent discounted 
future expenditures for existing retirees and discounted future 
expenditures during the period of active employment for cur- 
rent employees to an expected retirement date. 


(e) Investments: 


Investments comprise short-term fixed income instruments and 
are recorded at amortized cost. The discounts are amortized on 
a straight line basis over the terms of the instruments. 


Deposit Insurance Corporation of Ontario 


(f) Capital assets: 

Capital assets are recorded at cost. Amortization of furniture 
and equipment is provided by the diminishing-balance method 
at the rate of 20 per cent per annum. Computer and related 
equipment and software are amortized over three years on a 
straight-line basis. Leasehold improvements are amortized on a 
straight-line basis over the term of the lease. Automobiles are 
amortized by the declining-balance method at the rate of 24 per 
cent per annum. 


2. Cash and short-term investments: 


The short-term investments have a term to maturity of less than 
90 days. All investments are highly liquid fixed rate contracts. 



































Effective Days to 


Maturity 








3. Investments: 


Investments have a term to maturity of 90 days or greater. They 
have a weighted-average yield of 2.61% (2003: 2.63%). In com- 
pliance with the Corporation's investment policy and relevant 
statutes, all investments are highly liquid fixed rate contracts and 
are RI MID or better on the DBRS scale. 







December 31, 2004 














Weighted | Weighted Weighted | Weighted 












Amount Average Average Amount Average Average 
(thousands) | Effective Days to (thousands) | Effective Days to 
Yield Maturity Yield Maturity 








ss | 32,360 


2. 268 | 


$ 49,855 | 2.61% alae 
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December 31, 2004 December 31, 2003 
Weighted | Weighted Weighted | Weighted 
Amount Average Average Amount Average Average 
(thousands) | Effective Days to § (thousands) 
Yield Maturity Yield 
$ 25,816 2.26% oe $ 30,763 2.60% 4 





$40,549 | 2.61% end $21,057 | 2.58% — 
Bankers' R és 








4. Borrowings: 


The Corporation has in place a revolving credit facility with a 
Canadian chartered bank in the amount of $20 million, 

approved by the Ontario Financing Authority which administers 

the Minister's guarantee. The interest rate on the line of credit is 

Bankers’ Acceptance rates plus 14 basis points. At the end of 
2004 there was no balance outstanding. The standby fee charged 
by the Chartered Bank is 3 basis points on average unused por- 
tion of the credit facility, payable in arrears quarterly. 


5. Accrual for deposit insurance losses: 


The provision for losses includes specific provisions for known 
ot likely losses from specific member institutions and a general 
provision for losses not identified with specific institutions. That 
portion of the provision for losses recorded in the year and in 
previous years which has not yet required payment by the 
Corporation is shown in liabilities on the Statement of Financial 
Position as "Accrual for deposit insurance losses". 








2004 2003 

(thousands) 
Accrual for deposit insurance losses, 
beginning of year $2,505 $5,066 
Increase in accrual for current year's 0 0 
deposit insurance losses 
Decrease in accrual for prior year's (1,271) (6,608) 
deposit insurance losses ; 
Increase (Decrease) in deposit insurance 5 (3,044) 
advances recoverable 
Accrual for deposit insurance losses, (2,217) (2,505) 





at end of year 


Net deposit insurance (recoveries)/advances $ (978) $ (7,091) 
The general provision for losses included in "Accrual for deposit 
insurance losses" amounted to $2,000,000 (2003 - $2,000,000) 
and is calculated in accordance with the methodology as 
described in note 1(b). 


6. Lease Commitments: 


The operating lease for the Corporation's premises is for the 
term commencing January 1, 1998 and ending August 5, 2007, 
The future annual minimum rent is $140,000. In addition, the 
Corporation is required to pay property taxes and common area 
maintenance costs approximately to be $288,000 per annum. 


7. Income Taxes: 


The Corporation is subject to income taxes under the Income 
Tax Act. It has accumulated losses for income tax purposes of 


$35,117,000. They expire as follows: 
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: Originating 


Expiring Amount 
: Taxation Year Taxation Year (thousands) 

1998 2005 6,885 
199 2006 ESTES) 
2000 2007 4,992 
2001 2008 4,191 
2002 2009 om tse 
2003 2010 4,124 
2004 2014 33789 

$0,117 


8. Pension Plan: 


The Corporation implemented a defined contribution pension 
plan from January 01, 1999. The pension expense charged to 
income for 2004 was $300,000 (2003-$310,000) 


9. Future non-pension post-retirement benefits: 


The Corporation accounts for the current value of future non- 
pension post-retirement benefits. The accrued obligation as at 
December 31, 2004, as actuarially determined, is $875,000 (2003 
- $784,000). Current service costs, including interest, were 
$120,000 (2003 - $105,000). These costs are subject to actuarial 
re-evaluation resulting from emerging experience gains and loss- 


es. 


The assumptions used in the actuarial valuation of the future 
benefits obligations consisted of: interest rate of 6.5%, rate of 
compensation increase of 4.0% and annual rate of increase in 
health and dental costs of 10.0%, grading down to 5% per 
annum by 2010. 


10. Directors' Expense: 


During the year the directors recetved an aggregate remunera- 
tion of $75,000 (2003 - $55,000). Total directors’ expense was 
$60,000 (2003 - $37,000). The fixed per diem rate for the Chair 
is $500 and for all other board members is $300. 


11. Contingencies: 


The Corporation is subject to various legal actions brought 
against it in the normal course of business, when acting in the 
capacity of administrator or liquidator. It is the view of the 
Corporation's management that these actions will be successful- 
ly defended. Accordingly, no provisions have been made in these 
financial statements. 


12. Fair Value Disclosure: 


The fair value of financial assets and liabilities which include 
cash, investments, premiums receivable, accounts and interest 
receivable, payables and accruals approximate their carrying 
amounts. 
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Employee 


The fair value of deposit insurance advances recoverable and the 
accrual for deposit insurance losses have not been determined 
because it is not practicable to determine fair value with suffi- 
cient reliability. 


13. Compensation: 


The following information is furnished in compliance with the 
Public Sector Salary Disclosure Act, 1996. 


Taxable* 


Position held Benefits 


Compensation 


Vice President 
Insurance & 


Brydges, Barry 


Risk Management $ 142,823 $ 8,352 
Chief 
Information 


Officer 


Regional Manager 
Insurance & Risk 
Management 
Foster, C.William D. Vice President 
Asset 
Management 

& Recoveries 
Chief 
Administrative 

& Financial 
Officer 

President and 
CEO 


Burgman, John 


$ 109,154 $13,087 


Dale, Richard 


$ 103,700 $ 1,626 


$ 149,646 BRP) 


Maxwell, James 


$ 130,292 $13,970 


Poprawa, Andrew 


$ 196,310 $ 6,698 


* Includes taxable group life insurance, parking and use of com- 
pany vehicle. 


14. Comparative figures: 


Certain comparative figures for 2003 have been reclassified to 
conform with the financial statement presentation adopted for 
2004. 


Deposit Insurance Corporation of Ontario 





Deposit Insurance Corporation of Ontario’s Member Institutions 


December 31, 2004 
Credit Unions 


3M Employees’ (London) Credit Union Ltd. 
Adjala Credit Union Ltd. 

Air - Toronto Credit Union Ltd. 

Airline Financial Credit Union Ltd. 

All Trans Financial Services Credit Union Ltd. 
Anishinabek Nation Credit Union Inc. 

APPLE Community Credit Union Ltd. 
Arnstein Community Credit Union Ltd. 

ASCU Community Credit Union Ltd. 

Atlas and Civic Employees’ (Niagara Region) 
Credit Union Ltd. 

Auto Workers (Ajax) Credit Union Ltd. 

Auto Workers Community Credit Union Ltd. 
Badge Credit Union Ltd. 

Bay Credit Union Ltd. 

Bayshore Credit Union Ltd. 

Black & McDonald Employees' (Toronto) Credit 
Union Ltd. 

Brewers Warehousing Employees (Hamilton) 
Credit Union Ltd. 

Brewers Warehousing Employees (Kitchener) 
Credit Union Ltd. 

Budd Automotive Employees (Kitchener) Credit 
Union Ltd. 

Buduchnist Credit Union Ltd. 

C.N. (London) Credit Union Ltd. 

C.N.R. Employees (Lakehead Terminal) 
Credit Union Ltd. 

Campbell's Employees' (Toronto) 

Credit Union Ltd. 

Canada Sand Papers Employees' (Plattsville) 
Credit Union Ltd. - 

Canadian General Tower Employees (Galt) 
Credit Union Ltd. 

Canadian Transportation Employees’ 

Credit Union Ltd. 

Canal City Savings and Credit Union Ltd. 
Cataract Savings & Credit Union Ltd. 

CCB Employees’ Credit Union Ltd. 

City Savings & Credit Union Ltd. 

Civil Service Co-operative Credit 

Society Ltd. (The) 

Communication Technologies 

Credit Union Ltd. 

Community Saving & Credit Union Ltd. 
Cornwall General Hospital Employees’ 

Credit Union Ltd. 

Croatian (Toronto) Credit Union Ltd. 


Annual Report 2004 


Crown Cork & Seal Employees 

Credit Union Ltd. 

Dana Canada Employees' (Ontario) 
Credit Union Ltd. 

Desjardins Credit Union Inc. 

Domtar Newsprint Employees (Trenton) 
Credit Union Ltd. 

DUCA Financial Services Credit Union Ltd. 
Dundalk District Credit Union Ltd. 
Dunnville and District Credit Union Ltd. 
Durham Educational Employees' 
Credit Union Ltd. 

Education Credit Union Ltd. 
Employees of Dofasco (Hamilton) 
Credit Union Ltd. 

Equity Credit Union Inc. 

Espanola & District Credit Union Ltd. 
Estonian (Toronto) Credit Union Ltd. 
Etobicoke Aluminum Employees' 
Credit Union Ltd. 

Etobicoke Teachers’ Credit Union Ltd. 
Eureka Employees' (Woodstock) 
Credit Union Ltd. 


Federal Employees (Kingston) Credit Union Ltd. 
Fiberglas Employees (Guelph) Credit Union Ltd. 


Finnish Credit Union Ltd. 

Fire Department Employees 

Credit Union Ltd. (The) 

FirstOntario Credit Union Ltd. 

Food Family Credit Union Ltd. 

Fort Erie Community Credit Union Ltd. 
Fort York Community Credit Union Ltd. 
G.S.W. (Fergus) Credit Union Ltd. 
Ganaraska Credit Union Ltd. 

Genfast Employees Credit Union Ltd. 
Goderich Community Credit Union Ltd. 
Goodyear Employees (Bowmanville) 
Credit Union Ltd. 

Grand River Credit Union Ltd. 

Grey Bruce Health Services Credit Union Ltd. 
Hald - Nor Community Credit Union Ltd. 
Hamilton Community Credit Union Ltd. 
Hamilton Municipal Employees' 

Credit Union Ltd. 

Hamilton Teachers' Credit Union Ltd. 
Health Care Credit Union Ltd. 
Heartland Community Credit Union Ltd. 
Hepcoe Credit Union Ltd. 

Heritage Savings & Credit Union Inc. 


Hir-Walk Employees' (Windsor) 

Credit Union Ltd. 

Hobart Employees' (Owen Sound) 

Credit Union Ltd. 

Holy Angel's & St. Anne's Parish (St. Thomas) 
Credit Union Ltd. 

Holy Name Parish (Pembroke) Credit Union Ltd. 
Howell Lithographic Employees (Hamilton) Credit 
Union Ltd. 

Innisfil Shelburne Credit Union Ltd. 

Italian Canadian Savings & Credit Union Ltd. 
Kakabeka Falls Community Credit Union Ltd. 
Kawartha Credit Union Ltd. 

Kellogg Employees Credit Union Ltd. 

Kenora District Credit Union Ltd. 

Kingston Community Credit Union Ltd. 
King-York Newsmen Toronto Credit Union Ltd. 
Korean (Toronto) Credit Union Ltd. 

Korean Catholic Church Credit Union Ltd. 
Kraft Canada Employees’ (Cobourg) 

Credit Union Ltd. 

Krek Slovenian Credit Union Ltd. 

L.|.U.N.A. Local 183 Credit Union Ltd. 

Labatt Employees' (London) Credit Union Ltd. 
Labatt's Employees' (Toronto) Credit Union Ltd. 
Lakewood Credit Union Ltd. 

Lambton Financial Credit Union Ltd. 

Lasco Employees' (Whitby) Credit Union Ltd. 
Latvian Credit Union Ltd. 

Lear Seating Canada Employees’ (Kitchener) 
Credit Union Ltd. 

London Civic Employees' Credit Union Ltd. 
London Diesel Employees’ Credit Union Ltd. 
London Fire Fighters' Credit Union Ltd. 
Maitland Credit Union Ltd. 

Mariposa Community Credit Union Ltd. 
McMaster Savings and Credit Union Ltd. 
Media Group Financial Credit Union Ltd. 
Medical-Dental Financial, Savings & 

Credit Union Ltd. (The) 

Member Savings Credit Union Ltd. 
MemberOne Credit Union Ltd. 

Mennonite Savings and Credit Union (Ontario) Ltd. 
Metro Credit Union Ltd. 

Miracle Credit Union Ltd. 

Mitchell & District Credit Union Ltd. 

Molson Brewery Employees Credit Union Ltd. 
Moore Employees' Credit Union Ltd. 

Motor City Community Credit Union Ltd. 
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“Municipal Employees (Chatham) 
‘Credit Union Ltd. 

Nasco Employees’ Credit Union Ltd. 

NCR Employees' Credit Union Ltd. 
Niagara Credit Union Ltd. 

North York Community Credit Union Ltd. 
Northern Credit Union Ltd. 

Northern Lights Credit Union Ltd. 
Northland Savings and Credit Union Ltd. 
Northridge Savings & Credit Union Ltd. 
ONR Employees' (North Bay) 

Credit Union Ltd. 

Ontario Civil Service Credit Union Ltd. 
Ontario Educational Credit Union Ltd. 
Ontario Provincial Police Association 
Credit Union Ltd. 

Oregon Employees Credit Union Ltd. 
Oshawa Community Credit Union Ltd. 
Ottawa Fire Fighters' Credit Union Ltd. 
Ottawa Police Credit Union Ltd. 

Ottawa Women's Credit Union Ltd. 

Pace Savings & Credit Union Ltd. 

Parama Lithuanian Credit Union Ltd. 
Pedeco (Brockville) Credit Union Ltd. 
Peek Frean Employees' (Toronto) 

Credit Union Ltd. 

Peterborough Community Credit Union Ltd. 
Peterborough Industrial Credit Union Ltd. 
Photel (Toronto) Credit Union Ltd. 

Police Credit Union Ltd. (The) 

Polish Alliance (Brant) Credit Union Ltd. 
Portuguese Canadian Credit Union Ltd. 
Prime Savings Credit Union Ltd. 
Prosperity One Credit Union Ltd. 
Provincial Alliance Credit Union Ltd. 
QuintEssential Credit Union Ltd. 

R.B.W. Employees' (Owen Sound) 

Credit Union Ltd. 

Railway Employees' (Sarnia) Credit Union Ltd. 
Resurrection Credit Union Ltd. 

Rideau/St. Lawrence Community Credit Union 
Rochdale Credit Union Ltd. 

Saugeen Community Credit Union Ltd. 
Scarborough Hospitals Employees' 

Credit Union Ltd. 

Sheridan Park Credit Union Ltd. 

Slovenia Parishes (Toronto) Credit Union Ltd. 
Smiths Falls Community Credit Union Ltd. 
So-Use Credit Union Ltd. 

Southlake Regional Health Centre Employees' 
Credit Union Ltd. 

Southwest Regional Credit Union Ltd. 
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St. Catharines Civic Employees’ 

Credit Union Ltd. 

St. Josaphat's Parish (Toronto) 

Credit Union Ltd. 

St. Mary's (Toronto) Credit Union Ltd. 

St. Marys Paperworkers Credit Union Ltd. 
St. Stanislaus-St. Casimir's Polish Parishes 
Credit Union Ltd. 

St. Willibrord Community Credit Union Ltd. 
Standard Tube Employees’ (Woodstock) 
Credit Union Ltd. 

Starnews Credit Union Ltd. 

State Farm (Toronto) Credit Union Ltd. 
Stelco Finishing Works Credit Union Ltd. 
Sudbury Regional Credit Union Ltd. 
Sunnybrook Credit Union Ltd. 

Superior Credit Union Ltd. 

Sydenham Community Credit Union Ltd. 
Taiwanese - Canadian Toronto Credit Union Ltd. 
Talka Lithuanian Credit Union Ltd. 
Thamesville Community Credit Union Ltd. 
Thorold Community Credit Union Ltd. 
Thunder Bay Elevators Employees' 

Credit Union Ltd. 

Timmins Regional Credit Union Ltd. 
Tobacco Workers' (Guelph) Credit Union Ltd. 
Toronto Catholic School Board Employees 
Credit Union Ltd. 


Toronto Electrical Utilities Credit Union Ltd. (The) 


Toronto Municipal Employee's Credit Union Ltd. 
Twin Oak Credit Union Ltd. 

Ukrainian (St. Catharines) Credit Union Ltd. 
Ukrainian Credit Union Ltd. 

Unigasco Community Credit Union Ltd. 
United Employees Credit Union Ltd. 

United Ukrainian Credit Union Ltd. 

Unity Savings and Credit Union Ltd. 

Utilities Employees' (Windsor) Credit Union Ltd. 
Victory Community Credit Union Ltd. 

Virtual One Credit Union Ltd. 

Wallace Barnes Employees' Credit Union Ltd. 
West Fort William Credit Union Ltd. 

William S. Gibson Employees’ Credit Union 
(Mt. Dennis) Ltd. 

Windsor Family Credit Union Ltd. 
Windsor-Essex County Catholic Parishes 
Credit Union Ltd. 

Woodslee Credit Union Ltd. 

Worthington Employees (Brantford) 

Credit Union Ltd. 

Your Credit Union Ltd. 

Your Neighbourhood Credit Union Ltd. 


Caisses Populaires 


Caisse populaire Azilda Inc. 

Caisse populaire Coniston Inc. 

Caisse populaire d'Alban Limitée 

Caisse populaire d'Alfred Limitée 

Caisse populaire de Bonfield Limitée 

Caisse populaire de Cochrane Limitée 

Caisse populaire de Cornwall Inc. 

Caisse populaire de Field Limitée (La) 

Caisse populaire de Hawkesbury Limitée 
Caisse populaire de Hearst Limitée 

Caisse populaire de Kapuskasing Limitée 
Caisse populaire de la Vallée 

Caisse populaire de Mattawa Limitée 

Caisse populaire de Mattice Limitée 

Caisse populaire de New Liskeard Limitée (La) 
Caisse populaire de Noélville Limitée 

Caisse populaire de North Bay Limitée 
Caisse populaire de Pointe-aux-Roches Limitée 
Caisse populaire de St-Albert Inc. 

Caisse populaire de Técumseh Inc. 

Caisse populaire de Timmins Limitée (La) 
Caisse populaire de Verner Limitée 

Caisse populaire d'Earlton Limitée (La) 
Caisse populaire d'Orléans Inc. 

Caisse populaire Embrun Inc. 

Caisse populaire Lasalle Inc. 

Caisse populaire Nation Inc. 

Caisse populaire Nolin de Sudbury Incorporée 
Caisse populaire Rideau d'Ottawa Inc. 

Caisse populaire St-Charles Boromée Limitée 
Caisse populaire St-Jacques de Hanmer Inc. 
Caisse populaire Sturgeon Falls Limitée 
Caisse populaire Trillium Inc. 

Caisse populaire Val Caron Limitée 

Caisse populaire Vermillon 

Caisse populaire Vision Inc. 

Caisse populaire Welland Limitée 


Leagues 


LAlliance des caisses populaires de I'Ontario 
Inc. 

Credit Union Central of Ontario 

Fédération des caisses populaires de !'Ontario 
Inc.(La ) 
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DICO STAFF (left to right) 
Sitting: Yasmin Khoja, Bob 
Edmison, Adrienne Barber, 
Richard White, Alla 
Brachman, Barry Brydges 


Standing (first row): Grace 
Wen, Helen Poter, Danny 
Pianezza, Tony D’Errico, 
Andy Poprawa, Rannie 
Turingan, Entela Josifi, 
Mercedes Ruano, Carmen 
Gheorghe 


Standing (second row): 
Alana McLeary, Sharon 
Haslett, John Burgman, Bill 
Foster, Jim Maxwell, Andy 
Rechtshaffen, Steve 
Kokaliaris, Naile Piranaj, 
Michael White 


Absent: Suzanne Boyer, 
Richard Dale, Brigitte Elie, 
John Hutton, Winnie Yu 


e Corporation of Ontario Staff 


Mission : To protect depositors 


Vision 
We will support the Ontario Credit Union and Caisse Populaire System by providing depositor 


protection, building financial soundness and working in collaboration with stakeholders. 


In all our activities we will strive to: 

@ Act with professionalism and integrity; 

@ Provide value; 

@ Be proactive and innovative; 
Recognize and respect the principles, values and diversity of the credit union / 
Caisse populaire system; 

@ Collaborate with stakeholders: 

® Recognize the diversity and acknowledge the importance of our staff: 

@ Provide an environment where employees are treated fairly, and given opportunity and 


encouragement to develop their potential. 


Deposit Insurance Corporation of Ontario 


DICO Business Model 


DICO has developed a business model to encapsulate the way in which the gory of governance. This also reflects the importance of strategic manage- 
Corporation conducts its business in light of its legislation and overall environ- ment and enterprise risk management. The importance of accountability is 
ment. This business model reflects DICO's position as an integral part of also highlighted in the business model, as are the major functions of the 


Ontario's financial safety net, with its own legislated mandate. DICO's Board of Corporation in fulfiling its mandate. 
Directors and management activities are considered under the umbrella cate- 








| Ontario's Financial Institutions - Regulatory / Supervisory System 
| MINISTRY OF FINANCE, FINANCIAL SERVICES COMMISSION OF ONTARIO, DEPOSIT INSURANCE CORPORATION OF ONTARIO 
| ‘ ie 








Legislative Environment : 








Credit Unions and Caisses Populaires Act | | Other Legislation, Statutory Requirements and 
DICO's Business Objectives ) | Guidelines, Including 
FOR THE BENEFIT OF DEPOSITORS: || @ Management Board of Cabinet Directives 
e Provide Deposit Insurance | @ Other Acts, i.e. French Language Services Act, Employment 


e Promote Standards of Sound Business and Financial Standards Act, etc. 
Practices | | 
e Actas Stabilization Authority 


| 





Governance 











Board of Directors 


Strategic and Policy Direction 





ees _ — 





Risk Management Governance Human Resources Audit and Finance 
Committee Committee Committee Committee 


| 


























Enterprise Risk Management 


DICO's Key Risk Categories: 
Insurance 
Operational 
Reputational 
Financial 










Major Functions 


@ Policy Development @ Risk Assessment ® Litigation Management 
@ By-law Review & Development @ Insurance @ Asset & Liability Management 
@ Advice on Legislation @ Member Compliance with Legislation & @ Finance & Treasury 
@ Standards of Sound Business & Financial By-laws @ Human Resources Management 
Practices @ Intervention / Failure Resolution @ Legal & Corporate 
@ Depositor Communication & Awareness @ Payout Management @ Information Systems Technology & 
@ Internal Communications @ Claims & Recoveries Management Management 
@ Liaison with Stakeholders @ Payment Obligations Internal Audit 
@ International Assistance @ Certificate of Insured Deposits 
@ Differential Premium System 


Control Environment 
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Corporate Governance 


The Deposit Insurance Corporation of Ontario is an 
agency of the Province of Ontario established in 1977 
and operates under the Credit Unions and Caisses Populaires 
Act, 1994. The Act sets out DICO's objects, powers and 
duties as well as general terms for deposit insurance and 
other governing parameters. DICO functions within the 
legal framework established by the Act, Management 
Board of Cabinet Secretariat Directtve on Agency 
Establishment and Accountability and other applicable 
laws. The Corporation is ultimately accountable to the 
Legislature through the Minister of Finance for the con- 
duct of its affairs. 


The Act requires that the DICO Board of Directors 
"shall manage the affairs or supervise the management of 
the affairs of the Corporation...". The Board of 
Directors is composed of up to eleven persons all of 
whom are appointed by the Lieutenant-Governor-in- 
Council to serve for various terms of usually up to three 
years. At least four of the members of the Board must 
be appointed from individuals nominated by the credit 
union and caisse populaire movement. 


DICO follows a unique appointments process to ensure 
that it recruits the best qualified people to its Board. The 
Corporation has established a skills profile in addition to 
a position description for directors. DICO has also estab- 
lished a gender, experience, skills and geographic repre- 
sentation profile for the Board as a whole to ensure that 
it Maintains an appropriate balance of these attributes. 
All potential candidates for the Board are screened and 
interviewed by a committee of the Board prior to being 
recommended for appointment to the Minister. In each 
case, DICO provides the Minister with more than one 
candidate for each position. Once the Minister has made 
a selection, that recommendation is forwarded to the 
Cabinet for approval. 


DICO follows best practices in corporate governance 
including: 

* a formal director orientation process; 

* continuous director development; 

* Board succession planning; 

* annual Board assessment and feedback; 

* regular in-camera sessions; and 

* annual strategic planning session. 


The Board also establishes annual objectives for itself 
and measures its performance against those stated objec- 
tives. These include strategies for risk management and 
communication with stakeholders, executive management 
and management reporting and control. 


DICO is a member and active participant in the 
Conference Board of Canada's Corporate Governance 
Forum. This forum provides the Corporation with an 
insight into best and next practices for achieving excel- 
lence in governance. 
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Sub-Committees of the Board 
(as at December 31, 2005) 


DICO’S BOARD OF DIRECTORS MEETINGS 2005 


# MEETINGS 


% ATTENDANCE BY 
DIRECTORS 


DICO BOARD 94% 


AUDIT AND FINANCE COMMITTEE 100% 


RISK MANAGEMENT COMMITTEE 100% 


HUMAN RESOURCES COMMITTEE 100% 


Audit and Finance Committee 


This committee reviews the investment policies and pro- 
cedures as well as monthly and annual financial state- 
ments of the Corporation. It reviews the results of the 
external auditors’ audit of the annual financial statements. 
The committee also reviews recommendations made by 
the internal auditor regarding internal controls and proce- 
dures and ensures that appropriate action is taken. 

¢ David Yule, Char 

¢ Laura Talbot-Allan 

° Wm. D. (Bill) Spinney, ex-officio 


Governance Committee 


This committee reviews and makes recommendations to 
the Board on governance, corporate policy issues, by-laws 
and policies. The committee also acts as a co-ordinator of 
the Board for special projects such as corporate strategic 
planning, 

° Wm. D. (Bill) Spinney, Char 

¢ Sherry MacDonald 

¢ Laura Talbot-Allan 

¢ David Yule, /zce-Chair 


Human Resources Committee 


This committee reviews and makes recommendations to 
the Board on policies relating to the Corporation's 
human resources plans, compensation, employee benefits 
and related matters. 

¢ Laura Talbot-Allan, Chair 

¢ Paul Mullins 

° Wm. D. (Bill) Spinney, ex-officio 


Risk Management Committee 


This committee reviews the principal risks to the 
Corporation including deposit insurance risk exposure 
and makes recommendations to the Board relating to its 
Framework for Enterprise Risk Management including 
risk assessment and risk management policies, programs 
and guidelines. 

* Sherry MacDonald, Chair 

* Ron Fitzgerald 

* Benoit Martin 

° Leslie Thompson 

° Wm. D. (Bill) Spinney, ex-officio 





DICO BOARD OF DIRECTORS, from left to right 

Sitting: Laura Talbot-Allan, Wm. D. (Bill) Spinney, Sherry MacDonald 
Standing: Leslie Thompson, Paul Mullins, Ron Fitzgerald and Benoit Martin 
Absent: David Yule 


Wm. D. (Bill) Spinney, BA 

Wm. D. (Bill) Spinney, Chair of the Board, is General Manager of Parry Sound 
Area Community Business and Development Centte which provides lend- 
ing/mentoring to small businesses as well as Community Economic 
Development services. Bill has a background in administration and commercial 
credit with a chartered bank as well as commercial and residential real estate 
brokerage. Mr. Spinney was appointed on March 19, 2003 and his term expires 
on March 18, 2006. 


Ron Fitzgerald 
Ron Fitzgerald retired in 1997 as Chief Executive Officer of The Crvil Service 


Cooperative Credit Society Limited (CS COOP). He was also Vice-President of 
The Association of Credit Unions of Ontario and represented independent 
credit unions at The Canadian Payments Association. He has been actively 
involved with credit unions since 1964. Mr. Fitzgerald was appointed to a sec- 
ond 3 year term on May 21, 2003 and his term expires on May 20, 2006. 


Sherry MacDonald, CA 
Sherry MacDonald is VP Risk Management and CFO at a major education sav- 


ings plan organization with a focus on risk management of investment portfo- 
lios and adherence to regulatory requirements in operations. With more than 
thirteen years of financial management experience in the investment manage- 
ment and pension industries, she has specialized in start-up implementation of 
treasury and finance functions as SVP Finance and Chief Financial Officer. 
Ms. MacDonald was appointed to a second 3 year term on March 2, 2005 and 
her term expires on March 1, 2008. 


Benoit Martin 
Benoit Martin retired as Electronics & Project Chief Engineer with General 


Dynamics Canada. His activities with the caisses populaires movement included 
the position of Chair and Vice Chair of La Fédération des caisses populaires 

de l'Ontario and member and Chair of various caisses populaires. Mr. Martin is 
also active in a number of community organizations. Mr. Martin was appointed 
to a second 3 year term on Match 3, 2004 and his term expires on March 2, 2007. 


Paul Mullins, BA, LLB 
Paul Mullins is a lawyer who has had his own prac- 


tice in Windsor and Essex County since 1971. He 
was a commissioner for the Federal Human Rights 
Tribunal. He is a Director and former President of 
Windsor Homes Coalition which provides low 
income housing to needy families. He served as a 
Director of Woodslee Credit Union Limited for 24 
years. He is currently Chair of the Board of United 
Communities Credit Union which has 33,000 mem- 
bers and assets of over $450 million. Mr. Mullins 
was appointed on June 17, 2004 and his term 
expires on June 16, 2007. 


Laura Talbot-Allan, MBA, FCMA 
Laura Talbot-Allan is Vice President, External 


Relations at University of Waterloo, responsible for 
outreach communications, business and government 
relations, and strategic initiatives to generate public 
and private sector support, including the $350 mil- 
lion private sector Campaign. Previously, Laura held 
senior executive roles with several Canadian utilities, 
the federal government and the Red Cross. She was 
also Vice Chair of the CS COOP Boatd, Chair of 
the Society of Management Accountants of Canada 
and remains involved with appointments to the 
Health Quality Council of Ontario and the 
Waterloo Communitech Board. Ms. Talbot-Allan 
was appointed to a second term on March 24, 2004 
and her term expires on March 23, 2007. 


Leslie Thompson, MBA, MFA, FCSI 
Leslie Thompson is President of LESRISK, Debt 


and Risk Management Inc. She is a risk manage- 
ment pioneer and consultant with experience as a 
senior executive with both financial institutions and 
government. Her clients include financial institu- 
tions, governments and supra-nationals in Canada 
and abroad. Formerly, she was a Vice President of 
Union Bank of Switzerland and The Chase 
Manhattan Bank. She also led the start-up opera- 
tions of The Province of Ontario's treasury opera- 
tions (now Ontario Financing Authority). Leslie 
Thompson earned a Masters of Business 
Administration at the Ivey School of Management, 
an MFA at the University of Illinois, a certificate in 
Advanced Management of Strategic Change at 

Rc an and she is a Fellow of the Canadian 

Se. _ities Institute. Ms. Thompson was appointed 
on October 12, 2005, and her term expires on 
October 11, 2008. 


David Yule, BComm, FCA 

David Yule, Vice-Chair, retired in 1997 as a partner 
with Ernst & Young where he was involved in their 
financial institution audit practice and their forensic 
accounting practice. He currently serves on several 
boards of directors and carries on a financial con- 
sulting practice. Mr. Yule was appointed to a second 
term on March 24, 2004 and his term expires on 
March 23, 2007. 
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Message from the Chair 


Wm. D. (Bill) Spinney 
Chair of the Board of Directors 





rates decreased a further two percent compared to the 


previous year. 


Through all of its policies and programs, DICO 1s con- 
tinuing to support the stability of and confidence in the 
Ontario credit union and caisse populaire movement. 
Our continuing review of the commercial lending prac- 
tices of larger insured institutions confirms that the 
commercial credit risk within the industry is generally 
well managed. During 2005 we introduced a pilot pro- 
gram to evaluate structural risk at insured institutions in 
order to evaluate the ability of boards and management 
to understand and manage structural risks. Our smaller 
member institutions’ initiative is helping limited-service 
institutions comply with our standards by assisting them 
in implementing appropriate risk management practices. 
Finally, our on-site verification (inspection) program 


continues to focus on material risk areas in order to pro- 


During the past year DICO has continued making vide value-added feedback to insured institutions. 
significant progress in the achievement of its long 
term strategic objectives. On behalf of the Board As a result of effective management by member institu- 
of Directors, I am pleased to highlight some of the __ tion boards and staff, the current financial health and 
Corporation's accomplishments over the past year: operational capacity of the Ontario credit union and 


e Despite the failure of an insured institution, all 


deposits with an Ontario credit union or caisse 


populaire were protected from loss; 

e The deposit insurance reserve fund grew to 
$85 million - slightly ahead of target; 

e Our operations were further streamlined to 
reduce operating costs; 

e The management of our investment portfolio 
was undertaken by the Ontario Financing 


Authority; 


e Our updated standards of sound business and 


financial practices by-law became effective on 
July 1, 2005; and 
e Our consumer information initiative was fully 


implemented. 


Despite a claim against the fund, our reserve fund 


target was met in 2005 and is now equivalent to 


fund target of 60 basis points. Average premium 
Cc © 


Deposit Insurance Corporation of Ontario 





50 basis points of insured deposits compared to our 


caisse populaire movement continues to be strong 
despite ongoing competitive pressures and a changing 


financial sector landscape. 


DICO continues to follow best practices in governance 
as set out in current literature on the subject including 
the Conference Board of Canada's publications. For 
example, each Board meeting includes an in-camera ses- 
sion as well as a director development portion. Details 
of our governance practices can be found in this annual 


report. 


I would like to take this opportunity to express my 
appreciation to all our Board members for their dedica- 
tion and professionalism in working together in the 
interests of all stakeholders. Readers will note from their 
respective biographies, that all of our directors bring a 
high level of skill, expertise and experience to the 
Corporation. During the past year, Mr. Royal Poulin of 


Lavigne, Ontario retired from the board after serving 


for three years. On behalf of the board and staff I 
would like to thank Royal for his valuable contribution 
and dedication to DICO. His wise counsel will be 


missed. During late 2005 and early 
2006, we welcomed Leslie 
Thompson of Toronto and André 
Auger of Sturgeon Falls to the 
board. Ms. Thompson is the 
President of LESRISK Inc. a risk 
management consulting firm. 

Mr. Auger, who was nominated by 
L'Alliance des caisses populaires, 
is a past chair of both Caisse 
Populaire Sturgeon Falls and 
L'Alliance. 


Developments in the movement's 
financial and operational position 
have implications for DICO's 

strategic direction. The strategies 


employed over the past few years 


to improve risk management practices at individual 


As a result of effective 
management by member 
institution boards and staff, 
the current financial health 


and operational capacity of 


the Ontario credit union 
and caisse populaire 
movement continues to be 
strong despite ongoing 
competitive pressures and 
a changing financial sector 
landscape. 





building a strong financial base, DICO believes that we 
will continue to protect depositors effectively, reduce the 


cost of depositor protection, and contribute to the sta- 


bility of and confidence in Ontario's 
credit unions and caisses populaires. 
We look forward to working with our 


stakeholders to achieve these goals. 


On behalf of the Board, I would like 
to express my sincere appreciation to 
all stakeholders who have joined with 
us in demonstrating a willingness to 
communicate and work together in 


achieving these goals. 


On a personal note, as my term as 
Chair will expire in early 2006, I 
would like to thank all my fellow 
directors and staff with whom I have 
had the pleasure of working with for 


their dedication and unfailing support. 
When I became a director of DICO in 2000, the 


member institutions have been successful due, in large 
measute, to the ongoing positive and productive co- 


operation between member institutions and DICO. 


For 2006, DICO has identified a number of key priorities: 


e Participating in the ongoing review of the Credit 
Unions and Caisses Populaires Act by providing 
advice and research to government as requested; 

e Implementing our revised risk assessment process in 
order to better understand institution risk profiles; 

e Reviewing our differential premium system and pre- 
mium rates; 

e Evaluating the adequacy of our insurance fund; and 

e Updating our framework for Enterprise Risk 


Management to respond to emerging risks; 


In conclusion, we believe that our long-term strategic 
direction has supported our mandate and the system's 
goal to be more competitive and responsive to its mem- 
bers' needs. By exercising continued vigilance through 


our risk assessment and management programs and by 


Corporation was still in a deficit position. Today, I leave 
DICO with a sense of pride in our collective achieve- 
ments in not only building a substantial reserve fund but 
in having served the credit union and caisse populaire 
community well. I wish both the movement and DICO 


well in the future. 


On behalf of the Board of Directors, 


Joke 


William D. (Bill) Spinney 
Chair 
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Improving Operational Performance - CEO's Report 





EXECUTIVE TEAM: Andy Poprawa, President & CEO 
Sitting (left to right): Barry Brydges, Vice President, Insurance & Risk 
Management, Yasmin Khoja, Executive Assistant 

Standing (left to right): C. William D. Foster, Vice President, Asset Management 
& Recoveries, James Maxwell, Chief Administrative & Financial Officer 
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On behalf of the staff, I am pleased to provide an 
ovetview of Ontario's credit unions and caisses 
populaires and to report on our progress in 
achieving DICO's corporate goals during 2005. 


Membership Changes - Continued 
Consolidation 

During 2005 consolidation in the movement con- 
tinued with the number of active member institu- 
tions declining by 14 to a total of 227 as a result 
of mergers or wind-ups. Two of these mergers 
created very large institutions by Ontario stan- 
dards - one with assets in excess of $3 billion and 
another with assets of almost $2 billion. Today, 
almost 50% of the assets of the Ontario move- 
ment are held by the largest 10 member institutions. 


MEMBERSHIP PROFILE 
BY ASSET SIZE 
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Asset Growth and Liquidity 


Aggregate on-balance sheet assets and deposits 
exhibited growth year over year of over 4%. 
Growth in commercial loans remained very strong 
at 14% while aggregate residential mortgage loans 
showed slower growth at 9%. The composition of 
deposit liabilities remained largely unchanged from 
the previous year with about one-third each in 
demand, term and other registered deposit instru- 
ments. At the end of 2005 gross liquidity was 
slightly below 14% continuing its three year down- 
ward trend. 


Capitalization Remains Strong 


Aggregate capital within the sector improved to 
7% of assets of which over 4% represented 
retained earnings. At the end of 2005, all but three 
member institution (one of which is under 
DICO's administration) met the prescribed statu- 
tory minimum of 5% on a leverage basis. 


Loan Quality Remains Within Acceptable Levels 


Throughout 2005 the system's loan quality, as measured 
by aggregate loan costs, and delinquency remained with- 
in acceptable levels. In addition, the coverage ratio (loan 
allowances as a percentage of impaired loans) has steadi- 
ly increased over the past three years indicating that 
institutions are establishing prudent reserves in the event 
of future credit problems. Gross delinquency greater 
than 90 days increased slightly to 52 basis points of total 
loans compared to 49 basis points in 2004. 


Aggregate Profitability Improves 


Profitability during 2005 continued to be impacted by 
the low interest rate environment. Financial margins 
increased marginally as rates moved higher during the 
year, however, aggregate operating expenses also 
increased thus reducing the overall positive impact. 
Overall aggregate return on average assets increased to 
34 basis points from 24 basis points in 2004. A number 
of institutions experienced operating losses during 2005. 
These institutions are being closely monitored to ensure 
that either the underlying reasons for the losses are 
being rectified or that sufficient capital is being injected 
by members to support their continued viability. 


EARNINGS IN THE ONTARIO SYSTEM 


Based on data as of February 15, 2006 
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Enhanced Adherence to Standards of Sound 
Business and Financial Practices 

During 2005, adherence to the Standards of Sound 
Business and Financial Practices continued to increase as 
measured by the results of the On-Site Verification 
(inspection) program. By the end of the year 88% of 
member institutions, including virtually all larger institu- 
tions, had achieved full compliance with all standards - a 


8% increase from the prior year. 


Distribution of Member Institutions by Premium 
Category 


DICO's Differential Premium System (DPS) measures 
the aggregate risk profiles of institutions using quantita- 
tive and qualitative factors for five key components - 
capital, asset quality, adherence to standards of sound 
business and financial practices, earnings, and interest 
rate risk. The following table demonstrates the positive 
migration to lower premium rate tiers over the past four 
yeats. As a result, the overall cost of deposit insurance 
to member institutions continues to decline. 


OVERALL DPS RISK RATINGS: 2001 TO 2005 
DISTRIBUTION BASED ON % OF SYSTEM ASSETS 
RATE PER $1,000 INSURED DEPOSITS 


Premium : 
se fton| ow [mee [am [ome [| 


High 


SUMMARY 





= 


In the context of a continuing low interest rate and 
competitive market environment, the Ontario credit 


union and caisse populaire sector has further consolidat- 


ed and, at the same time, grown to expand services to 
communities across the province. The decline in prof- 
itability in some member institutions continues to be a 
concern for their future viability in this competitive 
financial services marketplace. 


DICO’S MEMBERSHIP PROFILE 
AT A GLANCE.... 
Number of Institutions 227 
: 3 
9 













Total Assets (billions) $23.3 $22.2 
Total Deposits (billions) $20.7 $20.0 


Insured Deposits (billions) $17.0 $16.7 

% of Total Deposits 82% 4% 

Regulatory Capital ratio (leverage basis) 
j 9 

Asset quality (loan costs as a % of 0.12% 0.10% 

average assets) 

Profitability (net income % of average assets) 0.34% 0.24% 
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DICO'S STRATEGIES AND 
OBJECTIVES 


To fulfil its statutory mandate, DICO has established 

five key corporate objectives in its Corporate Plan: 

e Proactively assess and manage risk to the fund; 

e Minimize the cost of deposit insurance to mem- 
ber institutions; 

e Ensure that sufficient financial reserves are 
available to protect depositors' funds; 

e Maintain collaborative relationships with our 
stakeholders; and 

e Beas efficient and effective as possible. 


We are pleased to report to stakeholders that the 
specific goals outlined in our Plan were achieved 
during 2005. 


Proactively Assess and Manage Risk 
to the Fund 


With the support of our stakeholders, DICO has 
implemented rigorous and disciplined processes to 
assess and manage the risk to the fund in order to 
protect the interests of depositors. These processes 
have assisted in the overall reduction of claims 
against the fund as well as improving the financial 


and operational health of our member institutions. 


During 2005 our specific goals included: 

e Promoting revised Standards of Sound Business 
and Financial Practices; 

e Maintaining a current risk profile for each mem- 
ber institution by conducting on-site and off-site 
risk assessments; 

e Providing member institutions with financial 
analysis and other information to assist in 
managing their risks; 

e Conducting research into emerging risks and 
providing information to stakeholders; 

e Intervening in the affairs of member institutions 
where the risk to the fund was considered signifi- 
cant or where member institutions required assis- 


tance and guidance. 


2005 RESULTS 


Promoting revised Standards of Sound 
Business and Financial Practices 


DICO's Standards of Sound Business and Financial 
Practices (DICO By-law #5) are a key element of 
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DICO'S 2005 FINANCIAL SCORECARD ($MILLIONS) 


Recovery of Prior Years’ Losses oe 
5.8 


Total Gross Operating Expenses 


$ 
$ 
2.19% 2.76% 


our risk assessment and management strategy. We 


Return on investments 


believe that those member institutions that comply with 
these standards will significantly reduce the likelihood of 
problems and resulting intervention by DICO or the 
Financial Services Commission of Ontario (FSCO). 
Compliance with this by-law is a condition of deposit 
insurance, applicable to all insured member institutions; 
the by-law became effective for fiscal year-ends com- 
mencing after July 1, 2005. The more significant 
changes to the previous by-law included a clarification 
of the responsibilities of the board and management, a 
streamlined reporting mechanism and guidance on new 
and emerging risks. During 2005, DICO worked with 
the industry to update a number of implementation 
tools to provide assistance and guidance in complying 
with the revised standards. 


Maintaining a Current Risk Profile 


During 2005 DICO introduced a revised risk assessment 
framework with a view to modernizing the process in 
light of the changing demographics of the Ontario 
movement. The revised "Risk Assessment Framework" 
has been developed based on similar frameworks cur- 
rently being used by the Office of the Superintendent of 
Financial Institutions (Canada), the Financial Institutions 
Commission of British Columbia and the Credit Union 
Deposit Guarantee Corporation of Saskatchewan. This 
new framework is based on a tisk based evaluation of 
the inherent risk associated with each member institu- 
tion and the quality of its risk management consistent 
with the requirements of the revised standards of sound 
business and financial practices. 


In order to complete an assessment of an institution's 
risk profile, DICO staff use information from various 
sources including quarterly and annual filings, annual 


business plans and reports, results of on-site verifica- 


tions and reviews as well as interviews with management 


and board. 


DICO completed a total of 109 On-Site Verifications, 
On-Site Reviews and Commercial Loan and Structural 
Risk Reviews during 2005. Pursuant to our agreement 
with FSCO, the regulatory agency responsible for 
Ontario credit unions and caisses populaires, these 
OSVs were conducted in accordance with agreed upon 
standards using external professional firms. To address 
the potential risk inherent in the growing commercial 
loan portfolio within the movement, DICO continued 
its reviews of the commercial lending practices and 
portfolios of insured institutions utilizing expert exter- 
nal resources. 


The results of the review indicate that the commercial 
loan practices within the movement are generally satis- 
factory. In order to assist insured institutions in better 
managing commercial lending risks, DICO sponsored 
the development of best practices in commercial lending 
including guidance on risk rating systems, watchlist 
processes and documentation standards. These revised 
best practices have been made available to all insured 
institutions. In addition, a new project to review struc- 
tural risks inherent in the operations of credit unions 
and caisses populaires was also introduced. DICO plans 
to expand this program in 2006 with the objective of 
developing best practices for structural risks as well. 


Smaller Member Institution Initiative 


In recognition of the special needs of smaller member 
institutions, particularly closed bond credit unions with 
basic savings and loan operations, DICO continues to 
employ its own staff to conduct on-site reviews and, 
while on site, assist member institutions in implementing 
the required risk management processes to ensure 
adherence to the standards. This approach recognizes 
the limited resources available to smaller institutions and 
has proven to improve their ability to continue to pro- 
vide services to their members. 


Providing Financial Analysis and Information 


In the past DICO provided all member institutions with 
financial analysis and information regarding their condi- 
tion and performance on a regular basis. However, the 

development of these reports became less meaningful as 
the diversity within the industry began to broaden signif- 


icantly. Consequently, during 2005, DICO worked with a 
software development firm to develop and implement a 
dynamic, sophisticated web-based financial analysis tool 
that provides all institutions with the ability to perform 
various analytical functions, including self-selected peer 
group analysis, through the DICO website. These new 
features will assist institutions in performing meaningful 
financial analysis and comparisons using other similar 
credit unions and caisses populaires as benchmarks. 


Conducting Research 


DICO conducts research on emerging risks and provides 
the results to various stakeholders including insured 
institutions, FSCO and the Ministry of Finance. During 
2005, DICO provided a significant amount of research 
to support the ongoing discussions related to a review of 
the legislation and regulations. 


Intervening in the Affairs of Member Institutions 


Early involvement with member institutions that exhibit 
a higher risk profile minimizes the likelihood and size of 
insurance losses in the future. In the event that member 
institutions are unable or unwilling to take appropriate 
corrective action, DICO has the authority to intervene 
in their affairs to assist in ensuring that timely action 
plans to resolve exceptional risks are implemented. 
Intervention is a phased-in approach with three stages. 
The level of intervention by DICO during 2005 
remained relatively stable as the number of problem 
institutions did not increase significantly. 


Member institutions that exhibit a higher risk profile are 
placed on the Watchlist. During 2005, DICO worked 
with the boards of 13 member institutions on the 
Watchlist with total assets of $2.41 billion. As a result, 

2 member institutions were successful in resolving their 
problems and no formal intervention was required. At 
the end of the year, 11 institutions (5 in 2004) with 
assets of $2.39 billion remained on the Watchlist. 
Member institutions, which meet certain risk-based crite- 
ria, may be placed under Supervision. In consultation 
with the Stakeholder Advisory Committee, comprised of 
league and association CEOs and other system leaders, 
minimum capital and other intervention criteria for 
Supervision for all credit unions and caisses populaires 
have been established. The criteria for Supervision are: 
failure to meet the regulatory minimum capital level of 


5% on a leverage basis or material and sustained non- 
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compliance with DICO's standards of Sound 
Business and Financial Practices as determined by 
the results of an OSV. DICO follows the practice 
of providing member institutions with time to cor- 
rect deficiencies in their operations, as identified 
through OSVs, prior to being placed under 
Supervision. The length of time provided is depend- 
ent on the seriousness of the deficiency and the like- 
lihood of early correction. During 2005 there were 


no member institutions placed under Supervision. 


In citcumstances where a member institution is 
unable to meet its obligations, DICO has the 
authority to place it under its Administration. 
Administration allows the member institution to 
continue to operate under DICO's control while 
providing sufficient time to develop and implement 
the most appropriate resolution strategy to protect 
depositors and the fund. At the end of 2005, one 
institution - Mariposa Community Credit Union 
Limited with assets of $14 million was under 
Administration. This credit union came under the 
administration of DICO after substantial loan losses 
were incurred and reported. DICO has developed a 
resolution strategy to ensure that all insured deposi- 
tors are protected from loss and that maximizes 


recoveries to shareholders. 


After the failure or near failure of an insured institu- 
tion, DICO completes an analysis of what went 
wrong and takes whatever steps are necessary to tty 
to minimize the likelihood of similar occurrences in 
the future. This includes sharing information with 
law enforcement and investigative agencies in situa- 
tions where it is believed that the law has been vio- 
lated. For example, during 2005 the former CEO of 
a credit union pleaded guilty to provincial offense 
charges after failing to report a serious liquidity 
problem. In another situation, criminal charges were 
brought against a former director of a caisse popu- 
laire for fraud. 


Minimize the Cost of Deposit 
Insurance to Member Institutions 


The cost of deposit insurance to member institu- 
tions continues to decrease largely as a result of 


improved risk profiles of member institutions. In 
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2005 average premiums amounted to slightly less than 
$1 per thousand of insured deposits or about 2.3% of 
ageregate operating expenses. In addition, the recovery 
of costs by FSCO to member institutions has also fallen 
since the responsibility for routine off-site and on-site 
risk assessment was undertaken by DICO. However, 
DICO recognizes that deposit insurance is an important 
cost factor in today's competitive marketplace. DICO 
has undertaken, as a strategic objective, to minimize 
these costs while ensuring an appropriate risk manage- 
ment framework remains in place. During 2005, our spe- 
cific goals included: 
e Reviewing the premium levels to ensure that they are 
adequate to meet fund targets; and 
e Maximizing recoveries through liquidation and litigation. 


2005 RESULTS 


Differential Premium System 


The differential premium system was designed to reward 
member institutions with lower premiums if they have a 
lower risk profile. Each year DICO reviews its assess- 
ment process and the premium rates to ensure that the 
system is achieving its primary goals. The results of risk 
ratings indicate that the majority of member institutions 
have taken the appropriate steps to ensure that their pre- 
miums rates are minimized, thus lowering the risk to the 
deposit insurance reserve fund. As a result of improved 
risk profiles based on increased earnings and better 
adherence to standards, deposit insurance premiums in 
2005 were lower than forecast. Ontario deposit insur- 
ance rates are now competitive with those of other 
provincial credit union/caisse populaire deposit insur- 
ance and stabilization organizations. 


DEPOSIT INSURANCE ESTIMATED EFFECTIVE PREMIUM RATE COMPARISON 
WITH SELECTED PROVINCIAL JURISDICTIONS IN 2004 
ASSESSMENT PER $1,000 
J rrownces INSURED DEPOSITS COST OF OPERATIONS 
Alberta $1.70 $0.44 


Ontario (2005) $1.00 


An analysis of premium levels indicated that DICO was 
on track to meet its fund target with the current level of 
premium income. As a result, we recommended to the 


government that the current level of premiums be main- 
tained for 2006. 


During 2005 DICO began the process of reviewing its 
differential premium system with the objective of 
enhancing the regime. A panel of industry representa- 
tives was struck to provide advice and counsel on any 
proposed amendments. Research will continue on this 
project during 2006 in conjunction with the ongoing dis- 
cussions regarding a new legislative framework. 


Maximizing Recoveries Through Liquidation and 
Litigation 

In most instances where a member institution has 
ceased operations, the Corporation is appointed 
Liquidator of the estate. The main purpose is to protect 
depositors and maximize the recovery of assets. At the 
end of 2005, DICO was managing the affairs of 7 insti- 
tutions (11 in 2004) in liquidation. During the year, 
DICO realized $257 thousand in assets of member 
institutions. In 2005, as a result of resolution strategies, 
DICO's recoveries on losses were $198.9 thousand. At 
the end of 2005, one legal action to recover losses was 
outstanding. 


Ensure that Sufficient Financial 
Resources are Available to Protect 
Depositors' Funds 


Access to sufficient financial resources is an important 

element of our depositor protection mandate and pro- 

vides assurance to insured depositors that DICO can 

meet its statutory obligations to pay claims, if and when, 

a member institution fails. To ensure that these financial 

resoutces ate available, DICO is in the process of build- 

ing a deposit insurance reserve fund and, in addition, 

maintains a borrowing facility to meet unexpected 

claims. During 2005, our specific goals included: 

e Achieving a reserve fund balance of $84.8 million; 

e Implementing the long-term fund strategy; 

e Maintaining appropriate contingency financing; 

e Developing and testing a contingency plan to deal 
with possible failure scenarios and 

e Maximizing investment income on the fund while 
maintaining appropriate liquidity and compliance 
with the Act. 





DEPOSIT INSURANCE RESERVE FUND 
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2005 RESULTS 


Deposit Insurance Reserve Fund 


DICO's primary financial priority during 2005 was to 
continue to build an insurance reserve fund to protect 
depositors while minimizing claims and premium levels. 
At the end of 2005, the fund amounted to $85.0 million 
compared to our target of $84.8 million. The $0.2 million 
improvement was due primarily to lower operating 
expenses. Provisions for insurance losses amounted to 
$2.7 million which reflected the estimated losses on new 
claims and adjustments related to prior claims including 
recoveries on losses previously incurred. The general 
reserve for insurance losses of $1.75 million was reduced 
by $0.25 million to reflect the loss experience over the 
past five year period. 


Long-Term Fund Strategy 


DICO's fund strategy is based on an actuarial model that 
measures the probability and risk of potential claims 
against the fund to determine the required size of the 
fund. After consultations with industry and government 
stakeholders in 2003, it was concluded that a fund of 

60 basis points of insured deposits would be sufficient 
to provide a confidence level of 95% that the insurance 
fund would not go into deficit. At the end of 2005 the 
fund stood at about 50 basis points of insured deposits 
ot 85% of the target fund size. DICO has also commit- 
ted to testing this target based on the risk profile of the 
movement, at least annually. Our testing in 2005 indicat- 
ed that the fund target had not changed materially. 
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DEPOSIT INSURANCE RESERVE FUND 
COMPARISON WITH OTHER 
PROVINCIAL JURISDICTIONS 
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Maintaining Appropriate Contingency 
Financing 





In addition to DICO's deposit insurance reserve 
fund, the Corporation has access to a line of credit 
with a major domestic bank secured by a $150 mil- 
lion loan guarantee provided by the government of 
Ontario. Based upon the long-term fund strategy 
proposed by DICO, this loan guarantee is in place 
until December 2008. 


Developing and Testing a Contingency Plan 


An important element of DICO's ability to address 
a Crisis situation is having a tested contingency plan 
that can adequately respond to various failure sce- 
narios. While past experience has shown that usually 
the most effective response to an institutional failure 
is to place a member institution under administra- 
tion and find going concern solutions, it is possible 
that a situation may arise that would preclude that 
course of action. Under such a scenario, DICO has 
the obligation, by statute, to pay depositors the por- 
tion of their deposits that are insured. To ensure 
that DICO has the ability to identify insured 
deposits, testing of various member institutions' 
data systems were undertaken during 2005. As a 
result of these tests, we were able to determine the 
nature and types of issues that might arise in the 
event of a payout scenario as well as verify that the 


reported insured deposits were accurate. 


Maximizing Investment Income 


In order to comply with statutory requirements and 
its own liquidity needs, DICO's policy is to invest all 
of its funds in shorter term, low-risk securities. 
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During 2005 DICO decided to engage the Ontario 
Financing Authority (OFA), the agency charged with the 
responsibility of managing the Province's cash and debt, 
to manage its investment portfolio. A management 
agreement, which sets out DICO's objectives of capital 
preservation, adequate liquidity and enhanced yield, gov- 
erns the management process. As a result, by the end of 
2005 DICO's investments are being managed by the 
OFA and the effective yield on the portfolio has risen to 
3.40% at year end. 


Maintaining Collaborative Relationships 

with Stakeholders 

DICO continues to place a high degree of importance 

on collaborative relationships with its stakeholders. 

Good working relationships with various stakeholders 

are important in order to achieve our objectives. During 

2005, our specific goals included: 

e Conducting consultative processes through advisory 
and ad-hoc committees; 

e Communicating effectively with stakeholders and 
establishing protocols; 

e Conducting research into consumer awareness about 
deposit insurance coverage; and 

e Working closely with FSCO and the Ministry of 
Finance. 


2005 RESULTS 


Conducting Consultative Processes 


Our advisory committees play a significant role in help- 
ing the Corporation to develop its stabilization pro- 
grams, standards of sound business and financial prac- 
tices and related implementation tools. Throughout 2005 
the Sound Business and Financial Practices Advisory 
Committee was very active in assisting in the develop- 
ment of various tools to help in the implementation of 
the standards by-law. DICO and the industry are grateful 
to the members of these committees who volunteer 
their time and energy for the benefit of all member 
institutions. 


Communicating Effectively with Stakeholders 


DICO participated in a series of legislative consultative 
meetings across Ontario. The objective of participating 
in these regional meetings was to assist the Ministry of 


Finance as well as providing stakeholders an update on 
DICO related issues. 


During 2005, DICO concluded a protocol agreement 
with La Fédération des caisses populaires de l'Ontario. 
This agreement, which is similar to one with L'Alliance 
des caisses populaires, recognizes the important roles 
that both L'Alliance and La Fédération play with its 
members and have been instrumental in improving rela- 
tionships between L'Alliance, La Fédération, their mem- 
bers and DICO. 


DICO's website site continues to be enhanced on a reg- 
ular basis. DICO makes available all its information and 
analysis relating to each member institution on a confi- 
dential basis to the institution itself. 


Conducting Research into Consumer Awareness 


In conjunction with other Canadian financial services 
compensation funds such as the Canada Deposit 
Insurance Corporation (CDIC), Canadian Investor 
Protection Fund (CIPF), Assuris (Life & Health 
Insurance Compensation Fund), Property and Casualty 
Insurance Compensation Corporation (PACICC), 
Mutual Fund Dealers Association (MFDA) and the 
Authorité des Marchés Financiers (Quebec) DICO par- 
ticipated in an ongoing assessment of consumer aware- 
ness about compensation schemes. The result of our 
research confirmed that the most effective way to edu- 
cate consumers about deposit insurance coverage was to 
provide information at the time that deposits are made 
at the institutions. To assist front line staff of member 
institutions in providing information about deposit 
insurance, DICO has developed and distributed a 
"Quick Reference Guide". DICO is also participating 
with other compensation funds in a joint website site at 
www.financeprotection.ca specifically designed to pro- 
vide guidance to consumers about the protection of 
their financial assets. 


Working Closely with FSCO and the Ministry of 
Finance 


DICO tecognizes that a close working relationship with 
the industry's regulator will enhance the effectiveness 
and efficiency of the depositor protection process. 
FSCO and DICO work together to co-ordinate activities 
and minimize the burden and cost to the system. Our 
letter of understanding with FSCO calls for DICO to 
provide FSCO access to its integrated monitoring sys- 
tems, including OSV reports, at no cost to FSCO. We 


work with FSCO to continue the tradition of excellence 
in consumer protection for depositors and members of 


credit unions and caisses populaires in Ontario. 


DICO also assists the Ministry of Finance in its policy- 
making function by providing information and analysis 
regarding the credit union and caisse populaire industry. 
Through the provisions of its Memorandum of 
Understanding with the Minister of Finance, DICO also 
fulfils other duties as assigned by the government. 


Assisting International Credit Union Community 


During 2005 DICO assisted a project funded by the 
Canadian International Development Agency (CIDA) in 
Ukraine for the development of a regulatory and con- 
sumer protection regime for credit unions. Our staff 
contributed to the project by providing technical assis- 
tance and advice to the Ukrainian Government and 
Credit Union System in conjunction with the Canadian 
Cooperative Association (CCA). An official delegation 
visiting from the Ukraine met with DICO staff and 
received extensive training, professional support and ref- 
erence materials. 


Effective and Efficient Management 


DICO is committed to ensuring that its stakeholders 
receive value for money. To achieve this goal, DICO has 
established a disciplined approach to corporate gover- 
nance. At the core of its governance structure is the 
planning and reporting framework. Management submits 
its annual business plan to the Board of Directors, the 
Minister of Finance and Management Board Secretariat 
for review and approval. Actual results are monitored by 
the Audit & Finance Committee of the Board at least 
quarterly and the Annual Report provides a report on 
results to all stakeholders. Internal audit and external 
audit reports provide the Board with assurances that 
management has reported information accurately. As 
required by statute, the Superintendent of FSCO also 
reports to the Minister on DICO's activities annually. 
This report is tabled in the Legislature by the Minister. 
During 2005, our specific goals included: 

Updating our Framework for Enterprise Risk 

Management; 

Ensuring that business plan targets and performance 

targets are met or exceeded within budget; 

Reviewing all DICO corporate policies; 


e Reviewing our expenditure levels. 
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2005 RESULTS 


Framework for Enterprise Risk Management 


To ensure that its principal risks are effectively man- 
aged, DICO has developed a comprehensive frame- 
work for enterprise risk management. This frame- 
work is essential to determine whether all principal 
risks have been identified, assessed and adequately 
managed. During 2005 DICO updated its assess- 
ments of significant risks and introduced a revised 
enterprise risk management reporting system. 


Business Plan Targets 


During the past year DICO continued to look at 
ways to enhance its effectiveness and efficiency and 
to provide better value to stakeholders. All major 
initiatives were developed while meeting budget 
targets. 


Reviewing Corporate Policies 


In accordance with good corporate governance 
practices, DICO's Board of Directors reviews its 
by-laws and all its corporate policies at least annual- 
ly. DICO also ensures that it itself meets the 
requirements of its standards by-law. As a result of 
the proposed new standards by-law, DICO identi- 
fied several new policies that were required to meet 
the new standards. New policies were approved by 
the board in 2005 to address these areas. 


Reviewing our Expenditure Levels 


As the number of member institutions declines and 
their financial and operational health improves, 
DICO must continuously review its organization to 
ensure that we are meeting our mandate while deliv- 
ering value to our stakeholders. In this context, a 
further review of our organizational structure and 
expenditure levels was undertaken during the year. 
As a result of this review, the number of full time 
staff equivalents was reduced from 33 to 30 and net 
operating expenditures to $5.6 million - a reduction 
of 3% from the 2005 budget. 


Deposit Insurance Corporation of Ontario 


2006 OBJECTIVES 


In addition to our normal activities, DICO has planned 
for a number of major initiatives to be undertaken dur- 
ing 2006: 

e Increase the insurance reserve fund to $94 million by 
the end of 2006 or 90% of our fund target; 

e Review the adequacy of the fund target of 60 basis 
points of insured deposits; 

e Review the differential premium system and the pre- 
mium rate structure; 

e Participate in the legislative reform process including 
revising DICO programs, policies and practices 
where necessary; 

e Implement the revised Risk Assessment Framework 
and related on-site verification processes; 

e Develop a protocol with leagues and associations as 
appropriate; and 

e Update the Framework for Enterprise Risk 
Management. 


OUR COMMITMENT 


The Board and staff of DICO are committed to provid- 
ing protection, security and stability to the Ontario 
Credit Union and Caisse Populaire movement for the 
benefit of all its members. We look forward to the 
opportunity in 2006 of continuing to demonstrate our 
commitment. 


Andy Poprawa, CA 
President ¢ CEO 


Management’s Discussion and Analysis 


The following discussion and analysis focuses on 
DICO's operations and financial position for the year 
ended December 31, 2005. The Corporation adopted 
the Canadian Institute of Chartered Accountants' 
(CICA) guideline on the consolidation of variable inter- 
est entities ("VIEs") on January 1, 2005. The consolidat- 
ed financial statements combined DICO's operations 
and the operation of three credit unions in liquidation 
that meet the criteria for VIEs consolidation. Details of 
this change in Accounting Policy are included in Note 
1(a) in the Notes to Consolidated Financial Statements. 


2005 Financial Overview 


Highlights: 


For the year ended 
December 31 
(in thousands $) 


Statement of Financial Position 


Cash and Investments 


The Corporation entered into an Investment 
Management Agreement with the Ontario Financing 
Authority (OFA) to manage the majority of DICO's 
investment portfolio effective September 30, 2005. 
DICO's investment policy is to invest in shorter term, 
low-risk securities in order to meet its possible liquidity 
needs in the event of an institutional failure and to com- 
ply with requirements under both the Income Tax Act 
and Regulation 78/95 of the Credit Unions and Caisses 
Populaires Act, 1994. 





As at December 31, 2005, the Corporation's cash and 
investment portfolio totalled a net value of $92.1 million, 
an increase of $14.8 million compared to a year ago. The 
combined balance consists of cash and short-term 
investments of $3.8 million and investments of 

$88.3 million. The portfolio’s weighted average yield as 
of December 31, 2005 was 3.4%, 88 basis points higher 
than last year and the 4? quarter performance matched 
the market benchmark (SC 91-Day T-Bill Index) of 
0.74%. All investments are highly liquid, fixed rate con- 
tracts, and are R1 Mid or better on the DBRS scale. The 
sources and uses of cash ate disclosed in the Consolidated 
Statement of Cash Flows. 


CASH AND INVESTMENTS 




















alll 
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FISCAL YEAR ENDED 











Premiums Receivable 


The Premiums receivable of $2.6 million represents the 
current billings of member institutions with fiscal years 
ending September 30, 2005 and an accrual of pro-rated 
ptemiums for member institutions with fiscal years ending 
October 31 to November 30, 2005. As at December 31, 
2005 there were no overdue premiums receivable. 


Deferred Premium Income 


Differential premiums are calculated based on the 
amount of each member institution's insured deposits at 
the end of its fiscal year. Premium income is amortized 
over a twelve-month period. Deferred premium income 
of $2.8 million represents the balance of pro-rated 
invoiced amounts for member institutions whose fiscal 
year straddles DICO's fiscal year-end. 
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Accrual for deposit insurance losses 


The accrual for deposit insurance losses increased to 
$4.8 million as at December 31, 2005. During the 
yeat, a new specific provision of $3 million was pro- 
vided for one member institution which was placed 
under the Administration program. Other liabilities 
for deposit insurance losses include a general accru- 
al for losses of $1.75 million. The methodology 
used to determine the provisions for general and 
specific losses 1s described in detail in Note 1(c) to 
the financial statements. 


Statement of Operations and 
Changes in the Deposit Insurance 
Reserve Fund 


Deposit Insurance Reserve Fund 


The Deposit Insurance Reserve Fund increased 
14% to $85.0 million, a net increase of $10.7 million 
in 2005. The increase in the Reserve Fund was pri- 
marily attributable to the relative strength of premi- 
um and investment income and tight control of 
operating expenses. In 2005, total income amounted 
to $19.0 million, against net operating expenses of 
$5.6 million and net provision for losses of 


$2.7 million, resulting a net gain for the year of 
$10.7 million. 






DEPOSIT INSURANCE RESERVE FUND 
100 














$ MILLIONS 














NS NB Ne} Na) 
S gs SF gS 
FISCAL YEAR ENDED 


Premium income 


Premium income for the year was $16.5 million, 
compared to $16.2 million in 2004. The $0.3 million 
(2°%) increase was lower than expected. The slower 
growth of premium income was mainly due to an 


overall improvement in risk profiles of individual 


Deposit Insurance Corporation of Ontario 


member institutions and thus paying a lower premium as 
well as a lower than anticipated level of insured 
deposits. 


Differential premium rates in effect for 2005 were 
unchanged from the 2004 premium. Premiums are 
based on the total amount of insured deposits held by 
member institutions as of their fiscal year ends, calculated 
in accordance with the Differential Premium Risk 
Classification System as defined by the regulation. 


Provision for Deposit Insurance Losses and 
Recoveries 

Total provision for new losses for the year was 
$3.2 million compared to no new provisions last yeat. 
New provisions for losses were required for 2 member 
institutions as they were placed under Administration 
and Liquidation respectively. 


During the year the Corporation finalized the estates of 
7 member institutions in liquidation and adjusted the 
required provisions to complete the liquidation. The net 
adjustment resulted in a decrease of $0.5 million in 
losses for 2005. 


Operating expenses 


Operating expenses (before recoveries) for 2005 totalled 
$5.7 million, a reduction of $0.2 million (3%) from last 
year. The decrease in operating costs reflects the lower 
levels of activity as well as the Corporation's continued 
success in controlling costs. 


GROSS OPERATING EXPENSES 
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Management's Responsibility 


The Deposit Insurance Corporation of Ontario's 
management is responsible for the integrity and fair 
presentation of the financial statements included in 
the annual report. The financial statements have 
been prepared in accordance with Canadian gener- 
ally accepted accounting principles. 


The Corporation maintains systems of internal 
accounting controls of high quality consistent with 
reasonable cost. Such systems are designed to pro- 
vide reasonable assurance that the financial infor- 
mation is accurate and reliable and that company 
assets and liabilities are adequately accounted for 
and assets safeguarded. 


The consolidated financial statements have been 
reviewed by the Corporation's Audit and Finance 
Committee and have been approved by its Board of 
Directors. In addition, the financial statements have 
been examined by KPMG LLP, the auditors, whose 
report follows. 


Andy Poprawa, CA 
President ( CEO 


James Maxwell 
Chief Administrative 
and Financial Officer 


Toronto, Canada 


January 30, 2006 


Auditors’ Report 


aa 


KPMG LLP 


To the Board of Directors of 
Deposit Insurance Corporation of Ontario 


We have audited the Consolidated Statement of 
Financial Position of Deposit Insurance 
Corporation of Ontario as at December 31, 2005 
and the Consolidated Statement of Operations and 
Changes in the Deposit Insurance Reserve Fund 
and the Consolidated Statement of Cash Flows for 
the year then ended. These financial statements are 
the responsibility of the Corporation’s manage- 
ment. Our responsibility is to express an opinion 
on these financial statements based on our audit. 


We conducted our audit in accordance with 
Canadian generally accepted auditing standards. 
Those standards require that we plan and perform 
an audit to obtain reasonable assurance whether the 
financial statements are free of material misstate- 
ment. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in 
the financial statements. An audit also includes 
assessing the accounting principles used and signifi- 
cant estimates made by management, as well as 
evaluating the overall financial statement presenta- 
tion. 


In our opinion, these consolidated financial state- 
ments present fairly, in all material respects, the 
financial position of the Corporation as at 
December 31, 2005 and the results of its opera- 
tions and its cash flows for the year then ended in 
accordance with Canadian generally accepted 
accounting principles. 


Khang 
oo 


Chartered Accountants 


Toronto, Canada 
January 30, 2006 
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EPOSIT INSURANCE CORPORATION OF ONTARIO 
Consolidated Statement of Financial Position 


DECEMBER 31, 2005, WITH COMPARATIVE FIGURES FOR 2004 (IN THOUSANDS OF DOLLARS) 


ASSETS 


Cash and short-term investments (note 2) 
Investments (note 3) 

Loans (net of allowance) (note 4) 
Premiums recetvable 

Interest and other receivables 


Deposit insurance advances recoverable 


Capital assets 
(net of accumulated amortization 


of $3,338 (2004 - $3,244) 


LIABILITIES 


Payables and accruals 

Member Shares and Deposits of institutions in liquidation (note 5) 
Deferred premium income 

Accrual for deposit insurance losses (note 6) 


Total Liabilities 


Deposit Insurance Reserve Fund 


Commitments (note 7) 
Contingencies (note 12) 


See accompanying notes to financial statements. 


On behalf of the Board: 


dD ae 
Director 
Ba 
Ut. | 
Director 


Deposit Insurance Corporation of Ontario 


2005 


(Consolidated) 





$ 3,838 
88,289 
335 


2,608 


__ 198 


$ 95,418 


$ 2,087 


694 


85,004 


$ 95,418 


259 
$ 81,338 


$ 2,145 


DEPOSIT INSURANCE CORPORATION OF ONTARIO 
Consolidated Statement of Operations and Changes in the Deposit 


Insu rance Rese rve Fu nd YEAR ENDED DECEMBER 31, 2005, WITH COMPARATIVE FIGURES FOR 2004 (JN THOUSANDS OF DOLLARS) 





Se 2005 at 
(Consolidated) 
INCOME 
Premium income $ 16,513 $ 16,207 
Other Income 2,460 esi? 
_ 18,973. 18,026 
EXPENSES 
Provision / (Recovery) of losses 2,689 (eZ) 
Salaries and benefits 3,436 3,688 
Operating expenses 2,263 jk ay 
Recovery of operating expenses S68) _ (51) 
__8,320_ Snes 
Excess of income over expenses 10,653 13,588 
Deposit Insurance Reserve Fund, beginning of year 74,351 60,763 
Deposit Insurance Reserve Fund, end of year $85,004 $74.351 


See accompanying notes to financial statements. 
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EPOSIT INSURANCE CORPORATION OF ONTARIO 
Consolidated Statement of Cash Flows 


YEAR ENDED DECEMBER 31, 2005, WITH COMPARATIVE FIGURES FOR 2004 (/N THOUSANDS OF DOLLARS) 


Cash received from (applied to): 
Operations: 


Excess of income over expenses 

Items charged to operations not affecting cash: 
Provision/ (Recovery) of losses 
Loss on disposal of capital assets 


Amortization 


Changes in: 
Premiums receivable 
Loan Receivable 
Interest and other receivables 
Payables and accruals 


Deferred premium income 


Net advances by deposit insurer 


Net deposit insurance recoveries (note 6) 


Investing activities: 


Purchase of investments 
Proceeds on sale of investments 
Purchase of capital assets 


Proceeds on sale of capital assets 


Decrease in cash position during the year 
Cash position, beginning of year 
Cash position, end of year 


Supplementary cash flow information: 


Loan guarantee fee paid during the year 


Interest received during the year 





Cash position is defined as cash and short-term investments less any borrowings. 


See accompanying notes to financial statements. 


Deposit Insurance Corporation of Ontario 


2005 2004 
(Consolidated) 
$ 10,653 $13,588 
2,689 (L2e) 
DA) 1 
22 117 
13,485 _ Oxo oy 
(226) 347 
130 - 
359 (223) 
(68) 276 
147 2.2163) 
342 234 
(86) 
136 978 
50 978 
13,877 13,647 
(88,289) (49,855) 
49,855 32,360 
(61) (175) 
86 15 
(38,409) (i655), 
(24,532) (4,008) 
28,370 7 
$ 3,838 $27,439 
$ 16 $ MG 
$2,711 $ 1,482 


Notes to Consolidated Financial Statements Year ended December 31, 2005 


General 


Deposit Insurance Corporation of Ontario (“DICO” or “the 
Corporation”) is an "Operational Enterprise" Agency of the 
Province of Ontario established without share capital under 
the provisions of the Credit Unions and Caisses Populaires 
Act, 1994 (“the Act’). 


The statutory objects of the Corporation under the Act are to: 

e provide deposit insurance to depositors of member institu- 
tions; 

e act as stabilization authority for the credit union and caisse 

populaire system; 

promote standards of sound business and financial practices; 

collect and publish statistics; 

provide financial assistance to member institutions; 

act as administrator of member institutions; 

minimize deposit insurance risk and size of claims. 


The Act empowers the Corporation to assess its member insti- 
tutions deposit insurance premiums to meet the Corporation's 
requirements for insurance funding and administrative costs. 
The Corporation establishes its premiums rates annually. They 
are approved by the Government of Ontario and incorporated 
into the regulations through appropriate amendments as neces- 
sary. 


Borrowings of the Corporation are guaranteed by a Minister's 
guarantee on behalf of the Province of Ontario. The guaran- 
tee is for a maximum of $150 million and continues until 
December 31, 2008. In addition to the guarantee fee of one- 
half of one pet cent of the average end of day balance out- 
standing of any debt obligation subject to the Minister's guar- 
antee, the Province of Ontario charges a fee of 5 basis points 
on the unused portion of any credit facility guaranteed for the 
period ending December 31 of each year during which the 
guarantee is in effect. The Corporation has in place a revolv- 
ing credit facility with a Canadian chartered bank in the 
amount of $20 million, approved by the Ontario Financing 
Authority which administers the Minister's guarantee. The 
standby fee charged by the Chartered bank is 3 basis points on 
average unused portion of the credit facility, payable in arrears 
quarterly. 


1. Summary of Significant Accounting Policies: 

These consolidated financial statements have been prepared in 
accordance with Canadian generally accepted accounting prin- 
ciples (GAAP). To facilitate a better understanding of our 
consolidated financial statements, the Corporation has dis- 
closed its significant accounting policies as follows: 


(a) Variable Interest Entities 


Change in Accounting Policy 

Effective January 1, 2005, the Corporation prospectively adopt- 
ed the CICA's new accounting guideline on the consolidation 
of variable interest entities ("WIEs"). VIEs include entities in 
which the equity investors do not have a controlling financial 
interest or the equity investment at risk is not sufficient to per- 
mit the entity to finance its activities without additional subor- 
dinated financial support by other parties. AcG-15 requires the 


consolidation of a VIE by its primary beneficiary defined as 
the party that receives the majority of expected residual returns 
and/or that absorbs the majority of the entity’s expected loss- 
es. As liquidator of the estates of credit unions in liquidation, 
it has been determined that these rules require the Corporation 
to consolidate credit unions in liquidation if claims by DICO 
against the estate represent more than 50% of the total liabili- 
ties of the credit unions during the year. The assets and liabili- 
ties of the credit unions which meet the criteria for consolida- 
tion were recorded in the Corporation’s books at their respec- 
tive fair values on January 1, 2005. 


(b) Premium income: 


Premiums are based on a Differential Premium Risk 
Classification System as defined by regulation applied to 
insured deposits held by member institutions. Premium 
income is calculated based on the Annual Member Institution 
Return submitted by the member institutions, which is due 75 
days after its fiscal year end. Premium income is recognized 
when earned. 


(c) Provision for losses: 

The provision for losses includes allowances against deposit 
insurance advances to member institutions in liquidation and 
an accrual for losses for which advances have not been made at 
the date of the Consolidated Statement of Financial Position. 


Funds advanced in respect of deposit insurance and loans to 
member institutions are initially recorded at cost. Deposit 
insurance advances recoverable are presented on the 
Consolidated Statement of Financial Position net of 
allowances thereon. 


The accrual for deposit insurance losses includes both provi- 
sions for specific losses and a general provision for losses. 
Specific provisions for losses in respect of insured deposits 
ate estimated by management and recorded when conditions, 
in the opinion of management, exist that will likely result in 
losses to the Corporation. 


The general provision for losses reflects management's best 
estimate of losses on insured deposits arising from the inher- 
ent risk in member institutions. The provision is established by 
assessing the aggregate risk in member institutions based on 
current market and economic conditions, the likelihood of 
losses and the application of historic loss experience. Future 
economic conditions are not predictable with certainty and 
actual losses may vary, perhaps substantially, from manage- 
ment's estimates. 


(d) Pension benefits: 

Pension benefits include a defined contribution pension plan 
covering all of its regular, non-contractual employees as well 
as supplemental arrangements, which provide pension benefits 
in excess of registered pension plan limits. Earnings are 
charged with the cost of pension benefits earned by employ- 
ees as setvice is rendered. Pension expense is determined by a 
fixed percentage of the employees' income plus the matching 
of the employees’ contribution to a maximum of 4'%. The 
Corporation assumes no actuarial or investment risk. 


2005 Annual Report 


23 





(e) Future non-pension post-retirement benefits: 

Future non-pension post-retirement benefits relate to the 
Corporation's extended health, dental and life benefits for 
both active employees for whom a full eligibility date was 
determined and existing qualified retirees. The 
Corporation accrues obligations under these plans as the 
employees render the service necessary to earn the future 
benefits. The Accrued benefits obligation is actuarially 
determined using the projected benefit method prorated 
on service. Cumulative gains and losses in excess of the 
accrued benefit obligation at the beginning of the year 
are amortized over the expected average remaining serv- 
ice of active members. 


(f) Investments: 

Investments comprise short-term fixed income instru- 
ments and are recorded at amortized cost. The discounts 
are amortized on a straight line basis over the terms of 
the instruments. 


(g) Capital assets: 

Capital assets are recorded at cost less accumulated amor- 
tization. Amortization of furniture and equipment is pro- 
vided by the diminishing-balance method at the rate of 
20 per cent per annum. Computer and related equipment 
and software are amortized over three years on a straight- 
line basis. Leasehold improvements are amortized on a 
straight-line basis over the term of the lease. 


(h) Income Taxes: 

The Corporation uses the asset and liability method of 
accounting for income taxes. Under the asset and liability 
method, future tax assets and liabilities are recognized for 
the future tax consequences attributable to differences 
between the financial statement carrying amounts of 
existing assets and liabilities and their respective tax bases. 
Future tax assets and liabilities are measured using enact- 
ed or substantively enacted tax rates expected to apply to 
taxable income in the years in which those temporary dif- 
ferences are expected to be recovered or settled. The 
effect on future tax assets and liabilities of a change in 
tax rates is recognised in income in the period that 
includes the date of enactment or substantive enactment. 


2. Cash and short-term Investments: 

The short-term investments have a term to maturity of 
less than 90 days on the date of purchase. All invest- 
ments are highly liquid fixed rate contracts. 


December 31, 2005 December 31, 2004 


Weighted | Weighted Weighted | Weighted 
Average Average | Average 
Days to Days to 
Maturity Maturity 























Short-term 
investments 






Deposit Insurance Corporation of Ontario 


3. Investments: 

The Corporation has contracted the Ontario Financing 
Authority to manage its investment portfolio effective 
September 30, 2005. The composition of DICO's investments 
reflects the nature of the Corporation's potential insurance 
obligations and is structured to comply with the requirements 
under both the Income Tax Act and Regulation 78/95 of the 
Credit Unions and Caisses Populaires Act, 1994. 


Investments have terms to maturity of 90 days or greater on 
the date of purchase. They have a weighted-average yield of 
3.40% (2004: 2.61%). In compliance with the Corporation's 
investment policy and relevant statutes, all investments are 
highly liquid fixed rate contracts and are RI MID or better on 
the DBRS scale. 


December 31, 2004 
Weighted | Weighted Weighted | Weighted 


Average | Average Average | Average 
Days to §(thousands)| Effective | Days to 
Maturity Yield | Maturity 


2.61 

2.30% 

2.8 
61 





December 31, 2005 
































Amount 
(thousands) | Effective 


Treasury Bills - Canada | $ 46,609 | 3.39% 


3.39 
Bankers’ acceptances/ 93 334 | 3.43% 
3 
40 


$ 46,609 
334 
Deposit Notes EE) 
18,346 
$ 88,289 % 
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Structured Securities 
reasury Bills - Ontario oe 
[$88,289] 3.40% | 


otal 
4. Loans (net of allowance): 


i 


$ 40,549 
9,409 
3,897 

$ 49,855 





ea 
ek 


= 





Loans (net of allowance) of $ 335,000 are comprised of loans 
of credit unions in liquidation of $273,000 and loans pur- 
chased from the estate of credit unions in liquidation of 
$62,000. 

5. Member Shares and Deposits of institutions in liquidation: 
Member shares and deposits of institutions in liquidation of 
$694,000 are comprised of $680,000 in member shares and 
$14,000 in deposits. DICO has an obligation to insure the 
amounts on deposit up to the prescribed amounts. DICO has 
no obligation to insure member shares but as liquidator has 
the responsibility to distribute any residual funds to members 
once the liquidation is complete. 


6. Accrual for deposit insurance losses: 


The provision for losses includes specific provisions for 
known or likely losses from specific member institutions and a 
general accrual for losses not identified with specific institu- 
tions. That portion of the provision for losses recorded in the 
year and in previous years which has not yet required payment 
by the Corporation is shown in liabilities on the Consolidated 
Statement of Financial Position as "Accrual for deposit insur- 
ance losses". 


2005 2004 
(thousands) 

Accrual for deposit insurance losses, 
beginning of year _ $2,217 __ $2,505 
Increase in accrual for current year's 3.054 
deposit insurance losses ‘ : 
Decrease in accrual for prior year's 
deposit insurance losses (365) vem 
(Decrease) Increase in deposit insurance (845) 5 
advances recoverable 
Increase in advances from DICO 86 
Consolidation of advances from DICO 6,861 
Deficits of institutions in consolidation (6,197) 
Accrual for deposit insurance losses, 
at end of year _ (4,861) __ (2217) 
Net deposit insurance recoveries $ (50) $(978) 


The general accrual for losses included in "Accrual for deposit 
insurance losses" amounted to $1,750,000 (2004 - $2,000,000) 
and is calculated in accordance with the methodology as 
described in note 1(c). 


7. Lease Commitments: 

The operating lease for the Corporation's premises is for the 
term commencing January 1, 1998 and ending August 5, 2007. 
The future annual minimum rent is $140,000. In addition, the 
Corporation is required to pay property taxes and common 
area maintenance costs which are approximately $288,000 per 
annum. 


8. Income Taxes: 

The Corporation is subject to income taxes on its income as 

defined under the Income Tax Act. It has accumulated losses 
for income tax purposes of $31,202,000. They expire as fol- 

lows: 


Originating Expiring Amount 
Taxation Year Taxation Year (thousands) 
1999 2006 5.975 
2000 2007 4,992 
2001 2008 4191 
2002 2009 5,161 
2003 2010 4,124 
2004 2014 3,790 
2005 2015 2969 
$31,202 


The Corporation has determined that realization of the future 
income tax assets do not meet the more-likely-than-not criteri- 
on for recognition and, therefore, a valuation allowance has 
been recorded against future income tax assets. 


9. Pension Plan: 

The Corporation implemented a defined contribution pension 
plan effective January 1, 1999. The pension expense charged 
to income for 2005 was $306,000 (2004 - $300,000) 


10. Future non-pension post-retirement benefits: 

The Corporation accounts for the current value of future 
non-pension post-retirement benefits. The accrued benefit lia- 
bility as at December 31, 2005, as actuarially determined, is 
$967,000 (2004 - $875,000). Current service costs, including 
interest, were $124,000 (2004 - $120,000). Actuarial valuation 
for the Corporation’s plan is required every three years. The 
most recent actuarial valuation was conducted as of 
September 30, 2005 and the date of the next required valua- 
tion is September 30, 2008. 


The assumptions used in the actuarial valuation of the future 
benefits obligations consisted of: interest rate of 5.25% (2004 
- 6.5%), rate of compensation increase of 3.5% (2004 - 4%) 
and initial weighted average trend rate in health and dental 
costs of 6.2% (2004 - 10%), grading down to 5% per annum 
by 2016. The Corporation measures its accrued benefit obliga- 
tions as at September 30 of each year. 


RECONCILIATION OF ACCRUED BENEFIT OBLIG-|FISCAL YEAR ENDING 
ATION TO THE ACCRUED BENEFIT LIABILITY |DECEMBER 31. 2005 


Accrued benefit obligation 


(779) 


FISCAL YEAR ENDING 


DECEMBER 31, 2005 
(THOUSANDS) 


$1,023 


53 
641 
(31) 


Employer contributions during year 
Unamortized net actuarial loss 
Accrued benefit liability 












CHANGE IN BENEFIT OBLIGATIONS 





















Balance beginning of the year 
urrent service cost 
Interest cost 


Benefit payments 


$1,755 
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Balance end of year 


11. Directors' Expense: 

During the year the directors received an aggregate remunera- 
tion of $51,000 (2004 - $75,000). Total directors’ expenses 
were $36,000 (2004 - $60,000). The fixed per diem rate for the 
Chair is $500 and for all other board members is $300. 


12. Contingencies: 

The Corporation is subject to various legal actions brought 
against it in the normal course of business, when acting in the 
capacity of administrator or liquidator. It is the view of the 
Corporation's management that these actions will be success- 
fully defended. Accordingly, no provisions have been made in 
these financial statements. 


13. Fair Value Disclosure: 

The fair value of financial assets and liabilities which include 
cash and short-term investments, investments, loans, premium 
receivable, interest and other receivables, payables and accru- 
als, member shares and deposits approximate their carrying 
amounts. 
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The fair value of deposit insurance advances recoverable and 
the accrual for deposit insurance losses have not been deter- 
mined because it is not practicable to determine fair value 
with sufficient reliability. 


14. Compensation: 


The following information is furnished in compliance with 
the Public Sector Salary Disclosure Act, 1996. 


~~ ; Taxable* 
Employee _ Position held _Compensation “po ofits 


Brydges, Barry Vice President $ 148,581 Stone es 
Insurance & 
Risk Management 


Burgman, John Chief $ 112,138 $14,318 
Information 


Officer 


Dale, Richard Regional Manager $ 103,700 $ 1,505 
Insurance & Risk 


Management 


D'Ertico Tony Regional Manager $102,800 $ 1,453 
Insurance & Risk 
Management 


Foster, C.William D. Vice President $ 154,115 $ 6,943 
Asset 
Management 
& Recoveries 


Hutton, John Regional Manager $ 102,800 $ 1,453 
Insurance & Risk 
Management 


Maxwell, James Chief $133,927 $14,449 
Administrative 
& Financial 
Officer 


Poprawa, Andrew President and $ 203,601 $ 6,637 
CEO 


* Includes taxable group life insurance, parking and use of 
company vehicle. 
15. Comparative figures: 


Certain comparative figures for 2004 have been reclassified to 


conform with the financial statement presentation adopted 
for 2005. 


Deposit Insurance Corporation of Ontario 


Deposit Insurance Corporation of Ontario’s Member Institutions 


December 31, 2005 


Credit Unions 

3M Employees' (London) Credit Union Limited 

Adjala Credit Union Limited 

Air - Toronto Credit Union Limited 

Airline Financial Credit Union Limited 

All Trans Financial Services Credit Union Limited 

Alterna Savings and Credit Union Limited 

Anishinabek Nation Credit Union Inc. 

APPLE Community Credit Union Limited 

Arnstein Community Credit Union Limited 

Auto Workers (Ajax) Credit Union Limited 

Auto Workers Community Credit Union Limited 

Bay Credit Union Limited 

Bayshore Credit Union Ltd. 

Brewers Warehousing Employees (Hamilton) Credit Union Limited 
Brewers Warehousing Employees (Kitchener) Credit Union Limited 
Budd Automotive Employees (Kitchener) Credit Union Limited 
Buduchnist Credit Union Limited 

Campbell's Employees' (Toronto) Credit Union Limited 
Canadian General Tower Employees (Galt) Credit Union Limited 
Canada Sand Papers Employees' (Plattsville) Credit Union Limited 
Canadian Transportation Employees’ Credit Union Ltd. 

Canal City Savings and Credit Union Limited 

Cataract Savings & Credit Union Limited 

CCB Employees' Credit Union Limited 

City Savings & Credit Union Limited 

C.N. (London) Credit Union Limited 

C.N.R. Employees (Lakehead Terminal) Credit Union Limited 
Community First Credit Union Limited 

Community Saving & Credit Union Limited 

Communication Technologies Credit Union Limited 

Croatian (Toronto) Credit Union Limited 

Crown Cork & Seal Employees Credit Union Limited 

Dana Canada Employees' (Ontario) Credit Union Limited 
Desjardins Credit Union Inc. 

Employees of Dofasco (Hamilton) Credit Union Limited 
Domtar Newsprint Employees (Trenton) Credit Union Limited 
DUCA Financial Services Credit Union Ltd. 

Dundalk District Credit Union Limited 

Dunnville and District Credit Union Limited 

Durham Educational Employees’ Credit Union Limited 
Education Credit Union Limited 

Equity Credit Union Inc. 

Espanola & District Credit Union Limited 

Estonian (Toronto) Credit Union Limited 

Etobicoke Aluminum Employees’ Credit Union Limited 
Etobicoke Teachers' Credit Union Limited 

Eureka Employees' (Woodstock) Credit Union Limited 
Federal Employees (Kingston) Credit Union Limited 
Fiberglas Employees (Guelph) Credit Union Limited 

Finnish Credit Union Limited 

Fire Department Employees Credit Union Limited (The) 
FirstOntario Credit Union Limited 

Food Family Credit Union Limited 

Fort Erie Community Credit Union Limited 

Fort York Community Credit Union Limited 

Ganaraska Credit Union Ltd. 

Genfast Employees Credit Union Limited 

Goderich Community Credit Union Limited 


Goodyear Employees (Bowmanville) Credit Union Limited 
Grand River Credit Union Limited 

Grey Bruce Health Services Credit Union Limited 
G.S.W. (Fergus) Credit Union Limited 

Hald - Nor Community Credit Union Limited 

Hamilton Community Credit Union Limited 

Hamilton Municipal Employees' Credit Union Limited 
Hamilton Teachers' Credit Union Limited 

Health Care Credit Union Limited 

Heritage Savings & Credit Union Inc. 

Hir-Walk Employees' (Windsor) Credit Union Limited 
Hobart Employees' (Owen Sound) Credit Union Limited 
Holy Angel's & St. Anne's Parish (St. Thomas) Credit Union Limited 
Holy Name Parish (Pembroke) Credit Union Limited 
Italian Canadian Savings & Credit Union Limited 
Kakabeka Falls Community Credit Union Limited 
Kawartha Credit Union Limited 

Kellogg Employees Credit Union Limited 

Kenora District Credit Union Limited 

Kingston Community Credit Union Limited 

King-York Newsmen Toronto Credit Union Limited 
Korean (Toronto) Credit Union Limited 

Korean Catholic Church Credit Union Limited 

Kraft Canada Employees’ (Cobourg) Credit Union Limited 
Krek Slovenian Credit Union Ltd. 

Labatt Employees’ (London) Credit Union Limited 
Lakewood Credit Union Limited 

Lambton Financial Credit Union Limited 

Lasco Employees’ (Whitby) Credit Union Limited 
Latvian Credit Union Limited 

Lear Seating Canada Employees’ (Kitchener) Credit Union Limited 
L.ILU.N.A. Local 183 Credit Union Limited 

London Civic Employees' Credit Union Limited 
London Diesel Employees’ Credit Union Limited 
London Fire Fighters' Credit Union Limited 

Maitland Credit Union Limited 

Mariposa Community Credit Union Limited 

McMaster Savings and Credit Union Limited 

Media Group Financial Credit Union Limited 

Member Savings Credit Union Limited 

MemberOne Credit Union Limited 

Mennonite Savings and Credit Union (Ontario) Limited 
Meridian Credit Union Limited 

Miracle Credit Union Ltd. 

Mitchell & District Credit Union Limited 

Molson Brewery Employees Credit Union Limited 
Moore Employees' Credit Union Limited 

Motor City Community Credit Union Limited 
Municipal Employees (Chatham) Credit Union Limited 
Nasco Employees' Credit Union Limited 

NCR Employees' Credit Union Ltd. 

North York Community Credit Union Limited 

Northern Credit Union Limited 

Northern Lights Credit Union Limited 

Northland Savings and Credit Union Limited 
Northridge Savings & Credit Union Limited 

ONR Employees’ (North Bay) Credit Union Limited 
Ontario Civil Service Credit Union Limited 

Ontario Educational Credit Union Limited 
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Ontario Provincial Police Association Credit Union Limited 
Oregon Employees Credit Union Limited 

Oshawa Community Credit Union Limited 

Ottawa Fire Fighters' Credit Union Limited 

Ottawa Police Credit Union Limited 

Ottawa Women's Credit Union Limited 

Pace Savings & Credit Union Limited 

Parama Lithuanian Credit Union Limited 

Pedeco (Brockville) Credit Union Limited 

Peek Frean Employees’ (Toronto) Credit Union Limited 
PenFinancial Credit Union Limited 

Peoples Credit Union Limited 

Peterborough Community Credit Union Limited 
Peterborough Industrial Credit Union Limited 

Photel (Toronto) Credit Union Limited 

Police Credit Union Limited (The) 

Polish Alliance (Brant) Credit Union Limited 

Portuguese Canadian Credit Union Limited 

Prime Savings Credit Union Limited 

Prosperity One Credit Union Limited 

Provincial Alliance Credit Union Limited 

QuintEssential Credit Union Limited 

Railway Employees’ (Sarnia) Credit Union Limited 
R.B.W. Employees' (Owen Sound) Credit Union Limited 
Resurrection Credit Union Limited 

Rochdale Credit Union Limited 

Saugeen Community Credit Union Limited 

Scarborough Hospitals Employees’ Credit Union Limited 
Sheridan Park Credit Union Limited 

Slovenia Parishes (Toronto) Credit Union Limited 
Smiths Falls Community Credit Union Limited 

So-Use Credit Union Limited 

Southlake Regional Health Centre Employees' Credit Union Limited 
Southwest Regional Credit Union Ltd. 

St. Josaphat's Parish (Toronto) Credit Union Limited 

St. Marys Paperworkers Credit Union Limited 

St. Mary's (Toronto) Credit Union Limited 

St. Stanislaus-St. Casimir's Polish Parishes Credit Union Limited 
St. Willibrord Community Credit Union Limited 

Standard Tube Employees' (Woodstock) Credit Union Limited 
Starnews Credit Union Limited 

State Farm (Toronto) Credit Union Limited 

Stelco Finishing Works Credit Union Limited 

Sudbury Regional Credit Union Limited 

Sunnybrook Credit Union Limited 

Superior Credit Union Limited 

Sydenham Community Credit Union Limited 

Taiwanese - Canadian Toronto Credit Union Limited 
Talka Lithuanian Credit Union Limited 

Thamesville Community Credit Union Limited 

Thorold Community Credit Union Limited 

Thunder Bay Elevators Employees’ Credit Union Limited 
Timmins Regional Credit Union Ltd. 

Tobacco Workers' (Guelph) Credit Union Limited 
Toronto Catholic School Board Employees Credit Union Limited 
Toronto Electrical Utilities Credit Union Limited (The) 
Toronto Municipal Employee's Credit Union Limited 
Twin Oak Credit Union Ltd. 

Ukrainian Credit Union Limited 

Ukrainian (St. Catharines) Credit Union Limited 


Deposit Insurance Corporation of Ontario 


Unigasco Community Credit Union Limited 

United Employees Credit Union Limited 

United Communities Credit Union Limited 

United Ukrainian Credit Union Limited 

Unity Savings and Credit Union Limited 

Utilities Employees' (Windsor) Credit Union Limited 
Victory Community Credit Union Limited 

Virtual One Credit Union Limited 

Wallace Barnes Employees' Credit Union Limited 

William S. Gibson Employees' Credit Union (Mt. Dennis) Limited 
Windsor Family Credit Union Limited 

Windsor-Essex County Catholic Parishes Credit Union Ltd. 
Your Credit Union Limited 

Your Neighbourhood Credit Union Limited 


Caisses Populaires 

Caisse populaire Azilda Inc. 

Caisse populaire Coniston Inc. 

Caisse populaire d'Alban Limitée 

Caisse populaire d'Alfred Limitée 

Caisse populaire de Bonfield Limitée 

Caisse populaire de Cochrane Limitée 
Caisse populaire de Cornwall Inc. 

Caisse populaire de Field Limitée (La) 

Caisse populaire de Hawkesbury Limitée 
Caisse populaire de Hearst Limitée 

Caisse populaire de Kapuskasing Limitée 
Caisse populaire de la Vallée 

Caisse populaire de Mattawa Limitée 

Caisse populaire de Mattice Limitée 

Caisse populaire de New Liskeard Limitée (La) 
Caisse populaire de Noélville Limitée 

Caisse populaire de North Bay Limitée 
Caisse populaire de Pointe-aux-Roches Limitée 
Caisse populaire de Técumseh Inc. 

Caisse populaire de Timmins Limitée (La) 
Caisse populaire de Verner Limitée 

Caisse populaire d'Earlton Limitée (La) 
Caisse populaire d'Orléans Inc. 

Caisse populaire Lasalle Inc. 

Caisse populaire Nolin de Sudbury Incorporée 
Caisse populaire Nouvel-Horizon Inc. 

Caisse populaire Rideau d'Ottawa Inc. 

Caisse populaire St-Charles Boromée Limitée 
Caisse populaire St-Jacques de Hanmer Inc. 
Caisse populaire Sturgeon Falls Limitée 
Caisse populaire Trillium Inc. 

Caisse populaire Val Caron Limitée 

Caisse populaire Vermillon 

Caisse populaire Vision Inc. 

Caisse populaire Welland Limitée 


Leagues 

LAlliance des caisses populaires de l'Ontario Inc. 
Credit Union Central of Ontario 

Fédération des caisses populaires de l'Ontario Inc.(La ) 
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Telephone: 416-325-9444 Téléphone : 416 325-9444 : 

Toll Free: 1-800-268-6653 Sans frais : 1 800 268-6653 Deposit Insurance 
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March 7, 2007 


The Honourable Greg Sorbara 
Minister of Finance 

Frost Building South, 7" floor 
7 Queen's Park Crescent 
Toronto, Ontario 

M7A 1Y7 


Dear Minister: 
I have the honour to submit to you and the Superintendent of the Financial Services 
Commission of Ontario the Annual Report of the Deposit Insurance Corporation of Ontario for 


the 12 month period ended December 31, 2006. 


Yours truly, 


iad Yule 





Internet Home Page : http://www.dico.com; E -mail:info@dico.com @ Page d'accueil Internet : http://soad.com; Courriel : info@soad.com 


mission : to protect depositors 


vision 

We will support the Ontario Credit Union 
and Caisse Populaire System by providing 
depositor protection, building financial 
soundness and working in collaboration 


with stakeholders. 


values 


In all our activities we will strive to: 

@ Act with professionalism and integrity; 

@® Provide value; 

@ Be proactive and innovative; 

@ Recognize and respect the principles, 
values and diversity of the credit union / 
caisse populaire system; 

® Collaborate with stakeholders; 

@ Recognize the diversity and acknowledge 
the importance of out staff; 

@ Provide an environment where employees 
are treated fairly, and gtven opportunity 
and encouragement to develop their 


potential. 


dico staff 


Adrienne Barber*Suzanne Boyer*Alla Brachmane Barry Brydges* 

John Burgman¢Richard Dale* Tony D’Errico*Bob Edmison¢ Brigitte Elie+ 
Bill Foster* Carmen Gheorghe*Sharon Haslett*John Hutton Entela Josifi + 
Yasmin Khoja*Steve Kokaliaris¢Jim Maxwelle Alana McLeary+ 

Danny PianezzaeNaile Piranaj*Andy Poprawa*Helen Poter 

Andy Rechtshaffen* Mercedes Ruano*Rannie TuringaneGrace Wene 
Michael White*Richard White*Winnie Yu. 
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corporate governance 


The Deposit Insurance Corporation of Ontario is an 
agency of the Province of Ontario established in 1977 
and operates under the Credit Unions and Caisses Populaires 
Act, 1994. The Act sets out DICO's objects, powers and 
duties as well as general terms for deposit insurance and 
other governing parameters. DICO functions within the 
legal framework established by the Act, Management 
Board of Cabinet Secretariat Directive on Agency 
Establishment and Accountability and other applicable 
laws. The Corporation ts ultimately accountable to the 
Legislature through the Minister of Finance for the con- 
duct of its affairs. 


The Act requires that the DICO Board of Directors 
"shall manage the affairs or supervise the management of 
the affairs of the Corporation...". The Board of 
Directors is composed of up to eleven persons all of 
whom are appointed by the Lieutenant-Governor-in- 
Council to serve for various terms of usually up to three 
years. At least four of the members of the Board must be 
appointed from individuals nominated by the credit union 
and caisse populaire movement. 


DICO follows a unique appointments process to ensure 
that it recruits the best qualified people to its Board. The 
Corporation has established a skills profile in addition to a 
position description for directors. DICO has also estab- 
lished a gender, experience, skills and geographic repre- 
sentation profile for the Board as a whole to ensure that it 
maintains an appropriate balance of these attributes. All 
potential candidates for the Board are screened and inter- 
viewed by a committee of the Board prior to being rec- 
ommended for appointment to the Minister. In each case, 
DICO provides the Minister with more than one candi- 
date for each position. Once the Minister has made a 
selection, that recommendation is forwarded to the 
Cabinet for approval. 


DICO follows best practices in corporate governance 
including: 

* a formal director orientation process; 

* continuous director development; 

° Board succession planning; 

* annual Board assessment and feedback; 

* regular in-camera sessions; and 

* annual strategic planning session. 


The Board also establishes annual objectives for itself and 
measures its performance against those stated objectives. 
These include strategies for risk management and com- 
munication with stakeholders, executive management and 
management reporting and control. 


DICO is a member and active participant in the 
Conference Board of Canada's Corporate Governance 
Forum. This forum provides the Corporation with an 
insight into best and next practices for achieving excel- 
lence in governance. 


a i ek | 
dico business model 2006 


DICO has developed a business model to encapsulate the way in are considered under the umbrella category of governance. This also 
which the Corporation conducts its business in light of its legislation reflects the importance of strategic management and enterprise risk 
and overall environment. This business model reflects DICO's position 1 management. The importance of accountability is also highlighted in 


as an integral part of Ontario's financial safety net, with its own legis- the business model, as are the major functions of the Corporation in 
lated mandate. DICO's Board of Directors and management activities fulfiling its mandate. 


Ontario's Financial Institutions - Regulatory / Supervisory System 
Ministry of Finance, Financial Services Commission of Ontario, Deposit Insurance Corporation Of Ontario 


| Legislative Environment | 


Credit Unions and Caisses Populaires Act Other Legislation, Statutory Requirements and 


DICO's Business Objectives 
For the Benefit of Depositors: 
e Provide Deposit Insurance 


Guidelines, Including 
e Management Board of Cabinet Directives 
e Other Acts, i.e. French Language Services Act, Employment 


e Promote Standards of Sound Business and Financial Standards Act, etc. 


Practices 
e Act as Stabilization Authority 





Risk Management 
Committee 













Accountability 


Policy Development ® 

By-law Review & Development e 

Advice on Legislation ® 

Standards of Sound Business & 

Financial Practices 

e Depositor Communication & 
Awareness 

e Internal Communications 

e Liaison with Stakeholders 

International Assistance 


Strategic Management Enterprise Risk Management 


e Corporate Plan DICO's Business Strategies: DICO's Key Risk Categories: 
e Annual Report e Risk Assessment / Management e Insurance 
e Stakeholder Meetings e Minimizing Insurance Costs e Operational 

e Protecting Depositors e Reputational 

e Collaborative Relationships e Financial 

e Efficiency & Effectiveness 


Governance 


Board of Directors 


Strategic and Policy Direction 


Human Resources Audit and Finance 
Committee Committee 













Major Functions 


Intervention / Failure Resolution Legal & Corporate 

Payout Management Information Systems Technology & 
Claims & Recoveries Management Management 
Payment Obligations Internal Audit 
Certificate of Insured Deposits 
Differential Premium System 


Risk Assessment e Litigation Management 
Insurance e Asset & Liability Management 
Member Compliance with Legislation e Finance & Treasury 
& By-laws e Human Resources Management 
e 
e 


Control Environment 
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lins 





David Yule, Chair of the Board, retired in 1997 as a part- 
ner with Ernst & Young where he was involved in their 
financial institution audit practice and their forensic 
accounting practice. He currently serves on several 
boards of directors and carries on a financial consulting 
practice. Mr. Yule was appointed to a third term on 
March 23, 2006 and his term expires on March 23, 2009. 





year RA MEd 
\uger, BA, M.Ed. 


Mr. André Auger is a retired elementary school principal. 
He has twenty years of experience on caisse populaire 
boards, ten of which as Chair. He also held the position 
of Chair and Vice-Chair of L’Alliance des caisses popu- 
laires de ’Ontario Itée. Mr. Auger is active in organiza- 
tions and service clubs at the local level. He was appoint- 
ed to a first term on January 5, 2006 and his term expires 
on January 4, 2009. 
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Robert Hammond, an actuary by profession, spent 29 
years with the Federal Department of Insurance and its 
successor organization, the Office of the Superintendent 
of Financial Institutions (OSFI). At various times he was 
responsible for the supervision of federally registered 
insurance companies, non-bank deposit-taking institu- 
tions, credit union centrals and pension plans. As 


Superintendent of Insurance and, subsequently, Deputy 
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Superintendent at OSFI, he served on the Board of 
Directors of the Canada Deposit Insurance Corporation 
for ten years. From 1992 until retirement in 2003, he was 
CEO of the Canadian Payments Association, the organi- 
zation responsible for operating Canada’s clearing and 
settlement system and having credit union centrals, feder- 
ations of caisses populaires and independent credit 
unions among its members. Mr. Hammond was appoint- 
ed to a first term on May 30, 2006 and his term expires 
on May 29, 2009. 


> 


Sherry MacDonald, CA 


Sherry MacDonald is VP Risk Management and CFO at a 
major education savings plan organization with a focus 
on risk management of investment portfolios and adher- 
ence to regulatory requirements in operations. With more 
than thirteen years of financial management experience in 
the investment management and pension industries, she 
has specialized in start-up implementation of treasury 
and finance functions as SVP Finance and Chief 
Financial Officer. Ms. MacDonald was appointed to a 


second term on March 2, 2005 and her term expires on 
March 1, 2008. 


Benoit Martin 


Benoit Martin retired as Electronics & Project Chief 
Engineer with General Dynamics Canada. His activities 
with the caisses populaires movement included the posi- 


tion of Chair and Vice Chair of La Fédération des caisses 
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DICO’s 2006 Annual Report Now Available on Our Web Site 


As part of our commitment of accountability and transparency, we are pleased to inform you that 2006 
Annual Report has now been published on our web site. A printed copy of the report is also available 
upon request. DICO’s Website, www.dico.com, provides easy access not only to our Annual Report but 
also to all other pertinent information on DICO. 


The report outlines DICO’s results during last year including the following highlights: 


during 2006 all deposits were protected from loss; 
the overall cost of depositor protection decreased; 
the deposit insurance fund grew to $100 million; 
operating expenses were 8% below plan for the year; 


If you have any questions or comments, please do not hesitate to contact us at 416-325-9444, 
1-800-268-6653 or e-mail at info@dico.com. 


Yours truly, 


Andy Poprawa 
President and CEO 


/encl. 
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e during 2006 all deposits were protected from loss; 

e the overall cost of depositor protection decreased; 

e the deposit insurance fund grew to $100 million; 

® operating expenses were 8% below plan for the year; 
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populaires de Ontario and member and Chair of various 
caisses populaires. Mr. Martin is also active in a number 
of community organizations. Mr. Martin was appointed 
to a second term on March 3, 2004 and his term expires 
on March 2, 2007. 


Paul Mullins, BA, LL.B 


Paul Mullins is a lawyer who has had his own practice in 
Windsor and Essex County since 1971. He was a com- 
missioner for the Federal Human Rights Tribunal. He is a 
Director and former President of Windsor Homes 
Coalition which provides low income housing to needy 
families. He served as a Director of Woodslee Credit 
Union Limited for 24 years. He is currently Chair of the 
Board of United Communities Credit Union which has 
33,000 members and assets of over $503 million. Mr. 
Mullins was appointed on June 17, 2004 and his term 
expires on June 16, 2007. 


Laura Talbot, MBA, FCMA, ICD.D 


Laura Talbot, Vice-Chair of the Board, is President and 
Senior Partner of the TalbotAllan Consulting Group, 
providing professional services in governance oversight, 
strategic advice, and interim management assignments. 
Previously she held senior executive roles with University 
of Waterloo, the Federal government, the Canadian Red 
Cross, several Canadian utilities and US Bank One. She 
has substantial experience with a variety of industry and 
non profit sector boards, during periods of major strate- 
gic change and increased Board scrutiny. She was previ- 
ously Vice Chair of the CS COOP Board, Chair of the 
Society of Management Accountants of Canada, a 
founding Board member of the Treasury Management 
Association of Canada, continues as Treasurer of the 
Ontario Health Quality Council and with the Quebec 
Fellows Council. Ms. Talbot was appointed to a second 
term on March 24, 2004, and her term expires on March 
23, 2007. 


Leslie Thompson, MBA, MFA, FCSI 
Leslie Thompson is President of LESRISK, Debt and Risk 


Management Ine. She is a risk management consultant with 
experience as a senior executive with both financial institu- 
tions and government. Her clients include financial institu- 
tions, governments and supra-nationals in Canada and 
abroad. Formerly, she was Vice President of Union Bank 
of Switzerland and The Chase Manhattan Bank. She also 
led the start-up operations of The Province of Ontario’s 
treasury operations (now Ontario Financing Authority). 
Ms. Thompson was appointed on October 12, 2005 and 
her term expires on October 11, 2008. 


Sub-committees 
ot the board 


(as at December 31, 2006) 


DICO’S BOARD OF DIRECTORS MEETINGS 2006 


MEETINGS % ATTENDANCE BY 
DIRECTORS 
DICO BOARD 4 91% 
AUDIT AND FINANCE COMMITTEE 4 100% 
RISK MANAGEMENT COMMITTEE 4 94% 
HUMAN RESOURCES COMMITTEE 4 100% 


audit and finance committee 


This committee reviews the investment policies and pro- 
cedures as well as monthly and annual financial statements 
of the Corporation. It reviews the results of the external 
auditors’ audit of the annual financial statements. The 
committee also reviews recommendations made by the 
internal auditor regarding internal controls and proce- 
dures and ensures that appropriate action is taken. 

¢ Laura Talbot, Chair 

¢ André Auger 

* Bob Hammond 

* David Yule, ex-officio 


human resources committee 

This committee reviews and makes recommendations to 
the Board on policies relating to the Corporation's human 
resources plans, compensation, employee benefits and 
related matters. 

¢ Laura Talbot, Chair 

¢ André Auger 

¢ Paul Mullins 

* David Yule, ex-officio 


risk management committee 


This committee reviews the principal risks to the 
Corporation including deposit insurance risk exposure 
and makes recommendations to the Board relating to its 
Framework for Enterprise Risk Management including 
risk assessment and risk management policies, programs 
and guidelines. 

* Sherry MacDonald, Chair 

* Benoit Martin 

* Leslie Thompson 

° David Yule, ex-officio 
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David Yule 
Chair of the Board of Directors 


n behalf of the Board of Directors, 

I am pleased to report to the govern- 

ment and other stakeholders that dur- 
ing 2006 DICO continued to make significant 
progress in the achievement of its long term 
strategic objectives. These strategic objectives 
include: 


* Proactively assessing and managing risk to 
the fund and depositors; 

¢ Minimizing the cost of deposit insurance to 
member institutions; 

¢ Ensuring that sufficient financial resources 
are available to protect depositors; 

¢ Maintaining collaborative relationships with 
stakeholders; 

¢ Effectively and efficiently managing 
resources. 


Some of DICO's accomplishments over the 
past year included the following: 

¢ All insured deposits placed with an Ontario 
credit union or caisse populaire were protect- 
ed from loss; 

* Our updated standards of sound business 
and financial practices by-law was fully imple- 
mented and compliance levels increased to a 
satisfactory level; 

¢ The overall cost of depositor protection to 
member institutions and, ultimately to con- 
sumers, was further reduced; 

* The deposit insurance reserve fund grew to 
$100 million - ahead of target by $6 million 
and the investment return on the fund 
increased; 

* In collaboration with staff of the Ministry of 
Finance and the Financial Services 
Commission of Ontario draft amendments 
to the Act and regulations dealing with credit 


6 DEPOSIT INSURANCE CORPORATION OF ONTARIO 


message trom 
the Chair 


unions and caisses populaires were devel- 

oped; and finally, 
* Our operating costs were well below plan. 
Despite losses to the fund during the year, our 
reserve fund target was exceeded in 2006 and is 
now equivalent to 56 basis points of insured 
deposits as compared to our current fund target 
of 60 basis points. Average premium rates 
decreased again from the previous year. 


Through all of its policies and programs, DICO 
is continuing to support the stability of and con- 
fidence in the Ontario credit union and caisse 
populaire movement. Our continuing review of 
the commercial lending practices of larger 
insured institutions confirms that the commer- 
cial credit risk within the industry is generally 
well managed. Our ongoing evaluation of struc- 
tural risk at insured institutions has provided 
comfort that this risk is being adequately man- 
aged as well. Our smaller member institutions’ 
initiative is helping limited-service institutions 
comply with our standards by assisting them in 
implementing risk management practices appro- 
priate to their size and complexity. Finally, our 
on-site verification (inspection) and on-site 
review programs continue to focus on material 
risk areas in order to provide value-added feed- 
back to insured institutions. 


As a result of effective management by member 
institution boards and staff, the current financial 
health and operational capacity of the Ontario 
credit union and caisse populaire movement 
continues to be strong, despite ongoing competi- 
tive pressures and a changing financial sector 
landscape. 


DICO places a considerable degree of impor- 
tance on its own governance standards. The 
Board of Directors continues to follow best 
practices in governance as set out in current lit- 
erature on the subject including the Conference 
Board of Canada's publications. For example, 


each Board meeting includes an in-camera ses- 
sion as well as a director development portion. 
Details of our governance practices can be 
found in this annual report. 


I would like to take this opportunity to express 
my appreciation to all our Board members for 
their dedication and professionalism in working 
together in the interests of all stakeholders. 
Readers will note from their respective biogra- 
phies, that all of our directors bring a high level 
of skill, expertise and expeti- 
ence to DICO. During the 
past year, our past chair, Mr. 
Bill Spinney of Parry Sound 
and Mr. Ron Fitzgerald of 
Ottawa retired from the 
board after having each 
served for six years. On 
behalf of the board and 
staff I would like to thank 
both Bill and Ron for their 
valuable contributions and 
dedication to DICO. Their 
leadership and wise counsel 
will be missed. During 2006, 
we welcomed Bob 
Hammond of Ottawa to the 
board. Mr. Hammond who 
was nominated by the 
Association of Credit 
Unions of Ontario brings a 
wealth of experience in the oversight and opera- 
tions of Canadian financial institutions. 


Developments in the movement's financial and 
operational position have implications for 
DICO's strategic direction. The strategies 
employed over the past few years to improve 
risk management practices at individual member 
institutions have been successful due, in large 
measure, to the ongoing positive and productive 
co-operation between member institutions and 
DICO. For 2007, DICO has identified a num- 
ber of key priorities: 
* Participating in the ongoing review of the 
Credit Unions and Caisses Populaires Act by 


The strategies employed 
over the past few years to 
improve risk management 
practices at individual 
member institutions have 
been successful due, in 
large measure, to the 
ongoing positive and 
productive co-operation 
between member 
institutions and DICO. 


providing advice and research to government 
as requested; 

¢ Enhancing our risk assessment process in 
order to better understand the evolution of 
institutional risk profiles; 

* Reviewing our differential premium system 
and premium rates; 

* Evaluating the adequacy of our insurance 
fund; and 

* Enhance our framework for Enterprise Risk 
Management to respond to emerging risks; 


In conclusion, we believe that 
our long-term strategic direc- 
tion has supported our man- 
date to enhance depositor con- 
fidence and the sector's goal to 
be more competitive and 
responsive to its members' 
needs. By exercising continued 
vigilance through our risk 
assessment and management 
programs and by building a 
strong financial base, DICO 
believes that we will continue 
to protect depositors effective- 
ly, reduce the cost of depositor 
protection, and contribute to 
the stability of and confidence 
in Ontario's credit unions and 
caisses populaires. We look 
forward to working with our 
stakeholders to achieve these goals. 


On behalf of the Board, I would like to express 
my sincere appreciation to Andy Poprawa and 
the staff of DICO and all stakeholders who 
have joined with us in demonstrating a willing- 
ness to work together in achieving these goals. 


On behalf of the Board of Directors, 


eres 


David Yule 
Chair 
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Andy Poprawa 
President & CEO 


n behalf of DICO’s staff, I am 

pleased to provide an overview of 

Ontario's credit unions and caisses 
populaires and to report on our progress in 
achieving our corporate goals during 2006. 


Overview of Ontario Credit Unions and 
Caisses Populaires 


Industry Changes - Consolidation Slows 


During 2006 consolidation in the industry con- 
tinued at a slower 
MEMBERSHIP PROFILE BY ASSET SIZE 


2 — = Oo 

atoms —i 

10 _ = = 

Hl 

manu i. L L 
ys 


s ES es o> ge ee 
So G7 WH of 
SS Qh 


pace. The number 
of active member 
institutions declined 
by 8 to a total of 
219 as a result of 
mergers or wind- 
ups. Today, close to 
50% of the assets 
of the Ontario 





movement are held 
by the largest 10 
Assets member institu- 


tions. 


Asset Growth and Liquidity 


Ageregate on-balance sheet assets and deposits 
exhibited growth year over year of over 5% to 
$24.5 billion. Growth in commercial loans 
remained very strong at 15% while aggregate 
residential mortgage loans showed slower 
erowth at 11%, The composition of deposit lia- 
bilities shifted slightly from the previous year 
with more term deposits and fewer registered 
deposits reported. At the end of 2006 gross lig- 
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DICO'S 2006 FINANCIAL SCORECARD ($MILLIONS) 





THE ONTARIO SYSTEM ASSETS 
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uidity fell to 13.3% continuing a three year 
downward trend. 


Capitalization Remains Strong 


Ageregate capital within the sector improved to 
7.11% of assets of which over 4% was retained 
earnings. At the end of 2006, all but four mem- 
ber institutions (one of which is under DICO's 
Administration, two under Supervision and one 
on the Watchlist) met the prescribed statutory 
minimum of 5% on a leverage basis and 8% on a 
risk weighted measure. 





Credit Risk Increases but Remains Within 


Acceptable Levels 


Throughout 2006 the sector's aggregate credit 
risk, as measured by ageregate loan costs, and 
delinquency increased but remained within 
acceptable levels. In addition, the coverage ratio 
(loan allowances as a percentage of impaired 
loans) is stable despite increasing deliquencies. 
Gross delinquency greater than 30 days 
increased slightly to 117 basis points of total 
loans compared to 95 basis points in 2005. 


Aggregate Profitability Improves 


Profitability during 2006 continued to be 
impacted by the low but stable interest rate 
environment. Financial margins increased slight- 
ly as rates moved a little higher during the year, 
however, aggregate 
EARNINGS IN THE ONTARIO SYSTEM = Operating expenses 
Based on data as of February 15, 2007 also increased thus 


reducing the overall 


positive impact. 
Overall ageregate 
return on average 


assets increased to 


Basis points 





40 basis points 
from 34 basis 
points in 2005. A 


Bee cee number of institu- 
SP Sl 


S tions experienced 
operating losses 
during 2006. These institutions are being closely 
monitored to ensure that either the underlying 
reasons for the losses are being rectified or that 
sufficient capital is being injected by members 


to support their continued viability. 


Enhanced Adherence to Standards of Sound 


Business and Financial Practices 


During 2006, adherence to the Standards of 
Sound Business and Financial Practices contin- 
ued to increase as measured by the results of 


the On-Site Verification (inspection) program. 


By the end of the year over 90% of member 
institutions, including virtually all larger institu- 
tions, had achieved full compliance with all stan- 


dards — an improvement from the prior year. 


Distribution of Member Institutions by Premium 


Category 


DICO's Differential Premium System (DPS) 
measures the ageregate risk profiles of institu- 
tions using quantitative and qualitative factors 
for five key components - capital, asset quality, 
adherence to standards of sound business and 
financial practices, earnings, and interest rate 
risk. The following table demonstrates the posi- 
tive migration to lower premium rate tiers over 
the past four years. As a result, the average pre- 
mium rate for deposit insurance continues to 


decline. 


OVERALL DPS RISK RATINGS: 2002 TO 2006 
DISTRIBUTION BASED ON % OF SYSTEM ASSETS 
RATE PER $1,000 INSURED DEPOSITS 





PREMIUM 
RATE $ 











Summary 


In the context of a continuing low interest rate 
and competitive market environment, the 
Ontario credit union and caisse populaire sector 
has further consolidated and, at the same time, 
grown to expand services to communities across 
the province. While profitability in some mem- 
ber institutions continues to be a concern for 
their future viability in this competitive financial 
services marketplace, generally the sector 
remains stable. 
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DICO's Strategies and Objectives 


To fulfil its statutory mandate, DICO has estab- 


lished five key corporate objectives in its 

Corporate Plan: 

* Proactively assess and manage risk to the 
fund and depositors; 

¢ Minimize the cost of deposit insurance to 
member institutions; 

¢ Ensure that sufficient financial reserves are 


available to protect depositors' funds; 


¢ Maintain collaborative relationships with our 


stakeholders; and 
* Be as efficient and effective as possible. 


We are pleased to report to stakeholders that the 
specific goals outlined in our Plan were achieved 


during 2000. 


Proactively Assess and Manage Risk to 
the Fund 


With the support of our stakeholders, DICO 
has implemented rigorous and disciplined 


processes to assess and manage the risk to the 


fund in order to protect the interests of deposi- 


tors. These processes have assisted in the overall 


reduction of claims against the fund as well as 


contributing to the financial and operational 


health of our member institutions. During 2006 


our specific goals included: 


Promoting revised Standards of Sound 
Business and Financial Practices; 

Updating the risk profiles of each member 
institution by conducting on-site and off-site 
risk assessments; 

Providing member institutions with financial 
analysis and other information to assist in 
managing their risks; 

Conducting research into emerging risks and 
providing information to stakeholders; 
Intervening in the affairs of member institu- 
tions where the risk to the fund was consid- 
ered significant or where member institutions 
required assistance and guidance. 


DICO’S 2006 DEPOSIT INSURANCE RISKS 


DESCRIPTION OF RISK 


Risk Assessment / Monitoring Risk 


RISK 
NET RISK TREND 


The risk that DICO does not promptly or systematically identify 


member institutions that pose an unacceptable level of insurance risk 


resulting in financial loss. 


Risk Management / Intervention Risk 
The risk that DICO does not take appropriate action with respect to 
an unacceptable level of insurance risk posed by a member institution 


resulting in financial loss. 








Failure / Loss Management Risk 


The risk that DICO does not take appropriate action to manage 
member institutions that are under Administration or in Liquidation 


resulting in increased financial loss. 


MODERATE WW 


Decreasing 





MODERATE 


MODERATE 


Stable 





Fraud Risk in Member Institutions 


The risk of financial loss due to fraud in small member institutions 
which do not have sufficient separation of duties or internal audit w 


functions. 
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Decreasing 





2006 Results 


Promoting Revised Standards of Sound Business 


and Financial Practices 


DICO's Standards of Sound Business and 
Financial Practices (DICO By-law #5) are a key 
element of our risk assessment and manage- 
ment strategy. We believe that those member 
institutions that comply with these standards 
will significantly reduce the likelihood of prob- 
lems and resulting intervention by DICO or the 
Financial Services Commission of Ontario 
(FSCO). Compliance with this by-law is a condi- 
tion of deposit insurance, applicable to all 
insured member institutions; the revised by-law 
became effective for fiscal year-ends commenc- 
ing after July 1, 2005. Compliance with the new 
by-law has been excellent with over 90% of 
institutions reporting full compliance. 


Updating Risk Profiles 


DICO employs a risk assessment framework 
which has been developed by staff modelled on 
similar frameworks currently being used by 
other Canadian regulatory agencies. This risk 
based framework evaluates the inherent risk 
associated with each member institution and the 
quality of its risk management consistent with 
the requirements of the standards of sound 
business and financial practices. In order to 
complete an assessment of an institution's risk 
profile, DICO staff use information from vari- 
ous soutces including quarterly and annual fil- 
ings, annual business plans and reports, results 
of on-site verifications and reviews as well as 


interviews with management and board. 


DICO completed a total of 132 on-site verifica- 
tions and reviews including commercial loan 
and structural risk reviews during 2006. 
Pursuant to our agreement with FSCO, the reg- 
ulatory agency responsible for administering the 


Act, these reviews were conducted in accor- 


DICO’S MEMBERSHIP PROFILE... AT A GLANCE.... 


Number of Member Institutions 













Total Assets (billions) 
Total Deposits (billions) 


Insured Deposits (billions) 
% of Total Deposits 





Regulatory Capital Ratio (leverage basis) 


Asset Quality (loan costs % of average assets) 





Profitability (net income % of average assets) 


dance with agreed upon standards using external 
professional firms and/or DICO staff. To 
address the growing potential risk inherent in 
commercial loan portfolios and changing bal- 
ance sheets, DICO continued its reviews of 
these risk areas utilizing expert external 
resources. The results of the reviews indicate 
that the risk management practices in these two 


areas are generally satisfactory. 


Smaller Member Institution Initiative 


In recognition of the special needs of smaller 
member institutions, particularly closed bond 
credit unions with basic savings and loan opera- 
tions, DICO continues to employ its own staff 
to conduct on-site reviews. While on site, they 
assist member institutions in implementing the 
required risk management processes to ensure 
adherence to the standards. This approach rec- 
ognizes the limited resources available to smaller 
institutions and has contributed to their ability 


to provide services to their members. 


Providing Financial Analysis and Information 


DICO provides all member institutions with 
financial analysis and information regarding 
their condition and performance using a dynam- 
ic, sophisticated, web-based financial analysis 
tool that provides all institutions with the ability 
to perform various analytical functions, includ- 
ing self-selected peer group analysis, through the 
DICO website. These features assist institutions 
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in performing meaningful financial analysis and 
comparisons using other similar credit unions 


and caisses populaires as benchmarks. 


Conducting Research 


In the context of a 


DICO conducts research on 
emerging risks and provides 
the results to various stake- 
holders including insured 
institutions, FSCO and the 
Ministry of Finance. During 
2006, DICO provided a sig- 
nificant amount of research 
to support the ongoing dis- 
cussions related to a review 
of the legislation and regula- 


tions. 


and, at the same time, 


intervening in the Affairs of 


Member Institutions 


Early involvement with mem- {9 CoOmMMu nities across 


ber institutions that exhibit a 
higher tisk profile minimizes the province. 
the likelihood and size of 

insurance losses in the future. In the event that 
member institutions are unable or unwilling to 
take appropriate corrective action, DICO has 
the authority to intervene in their affairs to 
assist in ensuring that timely action plans to 
resolve exceptional risks are implemented. 
Intervention is a phased-in approach with three 
stages. The level of intervention by DICO dur- 
ing 2006 increased slightly from the previous 
year. 


Member institutions that exhibit a higher risk 
profile are placed on the Watchlist. During 2006, 
DICO worked with the boards of 13 member 
institutions on the Watchlist with total assets of 
$2.4 billion. As a result, 4 member institutions 
were successful in resolving their problems and 
no formal intervention was required. At the end 
of the year, 9 institutions (11 in 2005) with 
assets of $2.4 billion remained on the Watchlist. 
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market environment, the 
Ontario Credit Union and 
Caisse Populaire sector 


has further consolidated 


grown to expand services 


Member institutions, which meet certain risk- 
based criteria, may be placed under Supervision. 
In consultation with the Stakeholder Advisory 
Committee, minimum capital and other inter- 
vention criteria for 
Supervision for all credit 
unions and caisses populaires 
have been established. The 
criteria for Supervision are 
failure to meet the regulatory 
minimum capital level or 
material and sustained non- 
compliance with DICO's 
standards of Sound Business 
and Financial Practices as 
determined by the results of 
an on-site visit. DICO fol- 
lows the practice of provid- 
ing member institutions with 
time to correct deficiencies in 
their operations, as identified 
through on-site verifications 
or reviews, prior to being 
placed under Supervision. 
The length of time provided is dependent on 
the seriousness of the deficiency and the likel1- 
hood of early correction. During 2006 there 
were two member institutions placed under 
Supervision compared to none in the previous 
year. In both situations, DICO is working close- 
ly with the boards of these member institutions 
to assist them in resolving the underlying rea- 
sons for being placed under supervision. 


In circumstances where a member institution 1s 
unable to meet its obligations, DICO has the 
authority to place it under its Administration. 
Administration allows the member institution to 
continue to operate under DICO's control while 
providing sufficient time to develop and imple- 
ment the most appropriate resolution strategy to 
protect depositors and the fund. At the end of 
2006, one institution - Mariposa Community 
Credit Union Limited, with assets of $14 mil- 


lion, was under Administration. This credit 
union came under the administration of DICO 
after substantial loan losses were incurred. 
Although DICO has determined that the best 
resolution strategy is to wind-up the credit 
union’s affairs, arrangements have been made to 
ensure that financial services will be maintained 
in the affected communities through another 
credit union. 


After the failure or near failure of an insured 
institution, DICO completes an analysis of what 
went wrong and takes whatever steps are neces- 
sary to try to minimize the likelihood of similar 
occurrences in the future. This includes sharing 
information with law enforcement and inves- 
tigative agencies in situations where it is believed 
that the law has been violated. For example, 
during 2006 the board of directors and the gen- 
eral manager of a member institution were 
charged with a provincial offense after the credit 
union redeemed investment shares which placed 
it in non-compliance with minimum capital 
requirements. Other investigations are ongoing. 


Minimize the Cost of Deposit Insurance to 
Member Institutions 


The cost of deposit insurance to member insti- 
tutions continues to decrease largely as a result 
of improved risk profiles of member institu- 
tions. In 2006 average premiums amounted to 
less than $1 per thousand of insured deposits or 
about 2.3% of aggregate operating expenses. 


However, DICO recognizes that deposit insur- 

ance is an important cost factor in today's com- 

petitive marketplace. DICO has undertaken, as a 

strategic objective, to minimize these costs while 

ensuring an appropriate risk management frame- 

work remains in place. During 2006, our specific 

goals included: 

¢ Reviewing the premium levels to ensure that 
they are adequate to meet fund targets; and 

¢ Maximizing recoveries through liquidation 


and litigation. 


2006 Results 


Differential Premium System 


The differential premium system was designed 
to reward member institutions with lower pre- 
miums if they have a lower risk profile. Each 
yeat DICO reviews its assessment process and 
the premium rates to ensure that the system is 
achieving its primary goals. The results of risk 
ratings indicate that the majority of member 
institutions have taken the appropriate steps to 
ensure that their premiums rates are minimized, 
thus lowering the risk to the deposit insurance 
reserve fund. As a result of improved risk pro- 
files based on increased earnings and better 
adherence to standards, deposit insurance pre- 
miums 1n 2006 were lower than forecast. 
Ontario deposit insurance rates are competitive 
with those of other provincial credit 
union/caisse populaire deposit insurance and 
stabilization organizations. 


DEPOSIT INSURANCE ESTIMATED EFFECTIVE 


PREMIUM RATE COMPARISON 
WITH SELECTED PROVINCIAL JURISDICTIONS IN 2005 








Per $1,000 Insured Deposits 


JSS 


* including deficit reduction of $1.10 





Provinces 





















Cost of Operations 


Alberta* 





Saskatchewan 







Manitoba 











Québec 


Ontario(2006) 





An analysis of premium levels indicated that 
DICO was on track to meet its fund target with 
the current level of premium income. As a 
result, we recommended to the government that 
the current level of premiums be maintained for 
2007. 
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During 2006 DICO continued its research in 
reviewing its differential premium system. 

Research will continue on this project during 
2007 in conjunction with the ongoing discus- 


sions regarding a new legislative framework. 


Maximizing Recoveries through Liquidation and 
Litigation 

In most instances where a member institution 
has ceased operations, DICO is appointed lig- 
uidator of the estate. The main purpose ts to 
protect depositors and maximize the recovery 
of assets. At the end of 2006, DICO was man- 
aging the affairs of 5 institutions (7 in 2005) in 
liquidation. During the year, DICO realized 


$192 thousand in assets of member institutions. 


At the end of 2006, one legal action to recover 
past losses was outstanding, This legal action 
involves a dispute between DICO as liquidator 
of Iroquois Falls Community Credit Union and 
its bonding insurer. As the matter is before the 
courts, the liquidator cannot comment on the 


potential outcome of this action. 


Ensure that Sufficient Financial Resources 
Are Available to Protect Depositors' Funds 


Access to sufficient financial resources is an 
important element of our depositor protection 


mandate and provides assurance to insured 
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depositors that DICO can meet its statutory 

obligations to pay claims, if and when, a mem- 

ber institution fails. To ensure that these finan- 

cial resources are available. DICO is mathe 

process of building a deposit insurance reserve 

fund and, in addition, maintains a borrowing 

facility to meet unexpected claims. During 2006, 

our specific goals included: 

¢ Achieving a reserve fund balance of $94 mil- 
lion (53 basis points of insured deposits); 

¢ Implementing the long-term fund strategy; 

¢ Maintaining appropriate contingency financ- 
ing; 

¢ Developing and testing a contingency plan to 
deal with possible failure scenarios and 

¢ Maximizing investment income on the fund 
while maintaining appropriate liquidity and 
compliance with the Act. 


2006 Results 


Deposit Insurance Reserve Fund 

DICO's primary financial priority during 2006 
was to continue to build an insurance reserve 
fund to protect depositors while minimizing 
claims and premium levels. At the end of 2006, 
the fund amounted to $100 million compared to 
our target of $94 million. The $6 million 


improvement was due primarily to lower insur- 


ance losses and operating expenses. Provisions 
for insurance losses amounted to $.3 million, 
which reflected the estimated losses on new 
claims and adjustments related to prior claims 
including recoveries on losses previously 
incurred. The general reserve for insurance loss- 
es of $1.75 million remained unchanged from 
the prior year. 


Long-Term Fund Strategy 


DICO's fund strategy is based on an actuarial 
model that measures the probability and magni- 
tude of potential claims against the fund to 
determine the required size of the fund. After 
consultations with industry and government 
stakeholders in 2003, it was concluded that a 
fund of 60 basis points of insured deposits 
would be sufficient to provide a confidence level 
of 95% that the insurance fund would not go 


into deficit over a 

DEPOSIT INSURANCE RESERVE FUND 
COMPARISON WITH OTHER 
PROVINCIAL JURISDICTIONS 


twenty year period. 
At the end of 2006 
the fund stood at 
about 56 basis 
points of insured 
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deposits or over 
90% of the target 
fund size. 


Basis Points of Insured Deposits 


During 2006 DICO engaged a major consulting 
firm to review its model and assumptions to 
ensure that changes in the environment, loss 
experience and other factors have been taken 
into account when determining an appropriate 
target fund size. The results of the review indi- 
cate that the fund should be in a range of 
between 56 and 68 basis points of insured 
deposits to provide assurances that the fund 
would be adequate to cover losses without 


falling into a deficit position. 


Maintaining Appropriate Contingency Financing 


In addition to the deposit insurance reserve 
fund, DICO has access to a $150 million loan 
guarantee provided by the government of 
Ontario. Based upon the long-term fund strate- 
gy proposed by DICO, this loan guarantee is in 
place until December 2008. 


Developing and Testing a Contingency Plan 


An important element of DICO's ability to 
address a crisis situation is having a tested con- 
tingency plan that can adequately respond to 
various failure scenarios. While past experience 
has shown that usually the most effective 
response to an institutional failure is to place a 
member institution under administration and 
find going concern solutions, it is possible that a 
situation may arise that would preclude that 
course of action. Under such a scenario, DICO 
has the obligation, by statute, to pay depositors 
the portion of their deposits that are insured. 
To ensure that DICO has the ability to identify 
insured deposits, testing of various member 
institutions’ data systems were undertaken dur- 
ing 2006 in conjunction with another deposit 
insurer. As a result of these tests, we were able 
to determine the nature and types of issues that 
might arise in the event of a payout scenario as 
well as verify that the reported insured deposits 


were accurate. 


Maximizing Investment Income 


In order to comply with statutory requirements 
and its own liquidity needs, DICO's policy is to 
invest all of its funds in shorter term, low-risk 
securities. DICO has engaged the Ontario 
Financing Authority (OFA), the agency charged 
with the responsibility of managing the 
Province's cash and debt, to manage its invest- 
ment portfolio. A management agreement, 
which sets out DICO's objectives of capital 
preservation, adequate liquidity and enhanced 
yield, governs the management process. By the 
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end of 2006 DICO's effective yield on the 
investment portfolio reached to 4.2% compared 
to 3.4% in 2005. 


Maintaining Collaborative Relationships 
with Stakeholders 


DICO continues to place a high degree of 

importance on collaborative relationships with 

its stakeholders. Good working relationships are 

important in order to achieve our objectives. 

During 2006, our specific goals included: 

* Conducting consultative processes through 
advisory and ad-hoc committees; 

* Communicating effectively with stakeholders 
and establishing protocols; 

* Conducting research into consumer aware- 
ness about deposit insurance coverage; and 

¢ Working closely with FSCO and the Ministry 
of Finance on the development of draft leg- 
islation and regulations. 


2006 Results 


Conducting Consultative Processes 


Our advisory committees play a significant role 
in helping DICO to develop its stabilization 
programs, standards of sound business and 
financial practices and related implementation 
tools. Throughout 2006 the Stakeholder 
Advisory Committee was active in providing 
DICO with advice on various aspects of our 


programs. 


Communicating Effectively with Stakeholders 


DICO maintains a protocol agreement with both 
La Fédération des caisses populaires de l'Ontario 
and L'Alliance des caisses populaires de ’Ontario. 
These agreements recognize the important roles 
that both L'Alliance and La Fédération play with 
its members and have been instrumental in 
improving relationships between L'Alliance, La 
Fédération, their members and DICO. 
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DICO's website (www.dico.com) continues to 
be enhanced on a regular basis. DICO makes 
available all its information and analysis relating 
to each member institution on a confidential 
basis to the institution itself. 


Conducting Research into Consumer Awareness 


In conjunction with other Canadian financial 
services compensation funds, such as the 
Canada Deposit Insurance Corporation (CDIC), 
Canadian Investor Protection Fund (CIPF), 
Assuris (Life & Health Insurance Compensation 
Fund), Property and Casualty Insurance 
Compensation Corporation (PACICC), Mutual 
Pund Dealers Association (MFDA), Credit 
Union Deposit Insurance Corporation of 
British Columbia (CUDIC - BC) and the 
Authorité des Marches Financiers (Québec), 
DICO participated in an ongoing assessment of 
consumer awareness about compensation 
schemes. Our research confirmed that the most 
effective way to educate consumers about 
deposit insurance coverage was to provide infor- 
mation at the time that deposits are made at the 
institutions. DICO has developed and distrib- 
uted a "Quick Reference Guide" to assist front 
line staff of member institutions in providing 
information about deposit insurance. 


DICO 1s also participating with other compen- 
sation funds in a joint website site at 
www.financeprotection.ca specifically designed 
to provide guidance to consumers about the 
protection of their financial assets. 


Working Closely with Financial Services 
Commission of Ontario (FSCO) and the Ministry of 


Finance 


DICO recognizes that a close working relation- 
ship with the industry's regulator will enhance 
the effectiveness and efficiency of the depositor 
protection process. FSCO and DICO work 
together to co-ordinate activities and minimize 





the burden and cost to the system. Our letter of 
understanding with FSCO calls for DICO to 
provide FSCO access to its integrated monitor- 
ing systems, including OSV reports, at no cost 
to FSCO. We work with FSCO to continue the 
tradition of excellence in consumer protection 
for depositors and members of credit unions 
and caisses populaires in Ontario. 


DICO also assists the Ministry of Finance in its 
policy-making function by providing informa- 
tion and analysis regarding the credit union and 
caisse populaire industry. Through the provi- 
sions of its Memorandum of Understanding 
with the Minister of Finance, DICO also fulfils 
other duties as assigned by the government. 


During 2006 DICO provided research and 
advice to the Ministry of Finance in the drafting 
of proposed changes to legislation and regula- 
tions governing credit unions and caisses popu- 
laires. 


Assisting the International Credit Union Community 


Throughout 2006 DICO was active in assisting 
a number of development projects in other 
countries. One ongoing project, funded by the 
Canadian International Development Agency 
(CIDA), involves the development of a regula- 
tory and consumer protection regime for credit 
unions in Ukraine. Our staff contributed to the 
project by providing technical assistance, train- 
ing and advice to the Ukrainian Government 
and Credit Union System in conjunction with 
the Canadian Cooperative Association (CCA). 
Another project involved providing technical 
and strategic advice to regulators to countries in 
the Caribbean Confederation of Credit Unions. 
Finally, DICO is an active contributing partici- 
pant in the annual World Council of Credit 
Unions Regulators Roundtable. 


Effective and Efficient Management 


DICO is committed to ensuring that its stake- 
holders receive value for money. To achieve this 
goal, DICO has established a disciplined 
approach to corporate governance. At the core 
of its governance structure is the planning and 
reporting framework. Management submits its 
annual business plan to the Board of Directors, 
the Minister of Finance and Management Board 
Secretariat for review and approval. Actual 
results are monitored by the Audit & Finance 
Committee of the Board at least quarterly and 
the Annual Report provides a report on results 
to all stakeholders. Internal audit and external 
audit reports provide the Board with assurances 
that management has reported information 
accurately. As required by statute, the 
Superintendent of FSCO also reports to the 
Minister on DICO's activities annually. This 
report is tabled in the Legislature by the Minister. 
During 2006, our specific goals included: 

* Updating our Framework for Enterprise Risk 
Management; 

* Ensuring that business plan targets and per- 
formance targets are met or exceeded within 
budget; 

* Reviewing all DICO corporate policies; 

* Reviewing our expenditure levels. 


2006 Results 


Framework for Enterprise Risk Management 


To ensure that its principal risks are effectively 
managed, DICO has developed a comprehen- 
sive framework for enterprise risk management. 
This framework is essential to determine 
whether all principal risks have been identified, 
assessed and adequately managed. During 2006 
DICO updated its assessments of significant 
risks and introduced a revised enterprise risk 


management reporting system. 
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Business Plan Targets 


During the past year DICO continued to look at 
ways to enhance its effectiveness and efficiency 
and to provide better value to stakeholders. All 
major initiatives were developed while meeting 


budget targets. 


Reviewing Corporate Policies 


In accordance with good corporate governance 
practices, DICO's Board of Directors reviews 
its by-laws and all its corporate policies at least 


annually. 


Reviewing our Expenditure Levels 


As the number, complexity, financial and opera- 
tional health of member institutions changes, 
DICO must continuously review its organiza- 
tion to ensure that we are meeting our mandate 
while delivering value to our stakeholders. In 
this context, a review of our organizational 
structure and expenditure levels was undertaken 
during the year. As a result of this review, the 
number of full time staff equivalents was 


reduced to 29 and net operating expenditures 
were 8% under the 2006 budget. 


2007 Objectives 


In addition to our normal activities, DICO has 
planned for a number of major initiatives to be 
undertaken during 2007: 

¢ Increase the insurance reserve fund to 
$110 million by the end of 2007 or 98% of 
our current fund target; 

* Complete the review the adequacy of the 
fund, the differential premium system and 
the premium rate structure; 

* Develop policies and procedures to respond 
to proposed changes to the legislative and 
regulatory regime; 

¢ Maintain an up-to-date risk profile for each 


member institution; 
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¢ Develop a protocol with leagues and associa- 
tions as appropriate; and 
Enhance the Framework for Enterprise Risk 


Management. 


Our Commitment 


The Board and staff of DICO are committed 
to providing protection, security and stability to 
the Ontario Credit Union and Caisse Populaire 
sector for the benefit of all its members. We 
look forward to the opportunity in 2007 of con- 
tinuing to demonstrate our commitment. 


Andy Poprawa, CA 
President ¢ CEO 





management's discussion and analysis 


The following analysis provides a review of DICO’s financial performance for 2006 that focuses on 
the Consolidated Statement of Operations and Changes in the Deposit Insurance Reserve Fund. 
Management’s Discussion and Analysis (MD&<A) should be read in conjunction with DICO’s con- 
solidated financial statements for the year ended December 31, 2006. 


2006 Consolidated Financial Performance Review 


Highlights 


















2006 
(Consolidated) (Consolidated) 
$ $ 
Deposit Insurance Reserve Fund 100,020 85,004 
$ of System Insured Deposits (in Billions) 17.0 16.7 0.8 
% of System Insured Deposits 0.56% = 
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Premium income 16,845 
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than 
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Change from 
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For the year ended December 31 
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DICO adopted the Canadian Institute of Chartered Accountants’ (CICA) guideline on the consoli- 
dation of variable interest entities (“VIEs”’) in January 2005. For 2006 the consolidated financial 
statements combined DICO’s operations and the operation of three institutions in liquidation that 
met the VIEs criteria for consolidation. The impact of the consolidation as at December 31, 2006 
resulted in a $196,000 reduction to the Deposit Insurance Reserve Fund. Details of this accounting 





Gross operating expenses 



















Provision for insurance losses 





policy are provided in Note 1(a) of the Notes to the Consolidated Financial Statements. 


Deposit Insurance Reserve Fund (DIRF) DEPOSIT INSURANCE RESERVE FUND 


The DIRF increased by $15 million, or 18%, to $100.0 million at the "(gg 
end of December 2006. The increase in the Reserve Fund was pri- ; 
marily attributable to the significant increase in investment income 


05 
0.4 
and tight control of operating expenses, which were partially offset : 
by a moderate increase in the provision for insurance losses. In 2006, 
total income amounted to $21.0 million, against net operating 
expenses of $5.7 million and a net provision for insurance losses of 
$0.3 million, which resulted in a net gain for the year of $15.0 mil- 


-0.3 


$ Millions 
Percentage 


lion. 


BB DIRF in $Millions 
mam DIRF as % of insured deposits 


Premium income 
Premium income for the year was $16.8 million, compared to $16.5 million in 2005, an increase of 
$0.3 million or 2%. In 2006, average premiums amounted to $0.98 per thousand of insured 
deposits. The small growth of premium income was mainly due to an overall improvement in the 
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risk profiles of individual member institutions 
(classified as lower risk thus paying a lower pre- 
mium). 


Differential premium rates in effect for 2006 
were unchanged from 2005. Premiums are 
based on the total amount of insured deposits 
held by member institutions as of their fiscal 
year ends, calculated in accordance with the 
Differential Premium Risk Classification System 
as defined by the Regulation. 


Investment and Other Income 


Investment and other income for the year 
increased by $1.7 million, or 70%, from 2005. 
The total of $4.18 million was comprised of 
$4.12 million of net interest earned from invest- 
ments (including the consolidation of VIEs 

$78 thousand) and $53 thousand of other 
income. The Ontario Financing Authority 
(OFA) manages DICO’s investment portfolio 
under an investment management agreement. 
As ot December31, 2006 DIGOsinvestment 
portfolio amounted to $105.6 million, with a 
weighted average yield of 4.23%, an improve- 
ment from 3.43% a year ago. The investments 
consist of short term highly liquid fixed rate 
contracts which are R1 MID or better on the 
DBRS scale. Further details on the composition 
of investments are provided in Notes (2) and (3) 
of the Notes to the Consolidated Financial 
Statements. 


Provision for Deposit Insurance Losses 
and Recoveries 

The increase in the provision for losses for the 
year was $0.5 million, compared to $3.2 million 
last year. This change reflects the additional loss 
for a member institution which was placed 
under the Administration program last year. 
Two member institutions were placed under 
Supervision in 2006, and two new institutions 
went into Liquidation. 
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During the year DICO finalized the estates of 
three member institutions in liquidation and 
adjusted the required provisions to complete the 
liquidations. The consolidation of VIEs and the 
net adjustment to final closing costs resulted in 
a recovery of $0.2 million in consolidated insur- 
ance losses. 


Operating Expenses 


Gross operating expenses for 2006 totaled 
$5.78 million, slightly above last year’s expenses 
of $5.70 million. In 
2006 DICO con- 


GROSS OPERATING EXPENSES 
tinued its success in a va 


7.0) — 





controlling its 





operating costs. 


Major expenses 
6.0 


$ Millions 


consisted of 
salaries and related 
benefits, inspection 
costs, technology 





and communica- © 
tion expenses. 
Summary Review of Statement of 


Financial Position 


As at December 31 2005 
($ thousands) $ 






2006 
$ 
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Liabilities and Deposit Insurance Reserve Fund Cae 


Payables and accruals 2,940 2,087 
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Total assets increased by $15.27 million or 16% 
from last year to $110.7 million at December 31, 
2006. There was a $15.11 million increase in 
combined cash and investments, a $0.17 million 
increase in accounts and other receivables, a 
$0.04 million increase in capital assets, offset by 
a $0.03 million decrease in net loans, and a 
$0.02 million decrease in premiums receivable. 


Cash and Investments 


DICO’s investment policy is to invest in shorter 
term, low-risk securities in order to meet its 
possible liquidity 
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1994. 
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As at December 31, 2006, the combined total 
of $107.2 million was comprised of $24.6 mil- 
lion in cash and short-term investments and 
$82.6 million in other investment securities. The 
short-term investments have a term to maturity 
of less than 90 days on the date of purchase. 
The portfolio earned a weighted average yield 
of 4.23%, 83 basis points higher than last year. 
All investments are highly liquid, fixed rate con- 
tracts, and are R1 Mid or better on the DBRS 
scale. The sources and uses of cash are dis- 
closed in the Statement of Cash Flows. 


Premiums Receivable 

The Premiums receivable of $2.6 million repre- 
sents the current billings of member institutions 
with fiscal years ending September 30, 2006 and 
an accrual of pro-rated premiums for member 
institutions with fiscal years ending October 31 
to November 30" 2006. 


Payables and Accruals 


Payables and accruals increased by $0.9 million 
to $2.9 million. This increase consisted of: 

$0.4 million for unclaimed deposits and shares 
purchased at the closing of two institutions in 
liquidation, $0.2 million for the yearly accrued 
pension benefits and future non-pension benefit 
costs, and a $0.3 million increase in accrual for 
various normal business activities. 


Deferred Premium Income 


Differential premiums are calculated based on 
the amount of each member institution’s 
insured deposits at the end of its fiscal year. 
Premium income is amortized over a twelve- 
month period. Deferred premium income of 
$2.8 million represents the balance of pro-ratedly 
invoiced amounts for member institutions 
whose fiscal year straddles DICO’s fiscal year- 
end. 


Accrual for Deposit Insurance Losses 


The accrual for deposit insurance losses was 
$4.8 million as of December 31, 2006. The 
accrual balance was mainly comprised of 

$2.5 million provided for a member institution 
under Administration, $0.5 million for institu- 
tions under liquidation and a general accrual for 
losses of $1.75 million. The methodology used 
to determine the accrual for general and specific 
losses is described in detail in Note 1(b) to the 
financial statements. 
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managements 
responsibility 


The Deposit Insurance Corporation of 
Ontario's management is responsible for the 
integrity and fair presentation of the financial 
statements included in the annual report. The 
financial statements have been prepared in 
accordance with Canadian generally accepted 
accounting principles. 


The Corporation maintains systems of internal 
accounting controls of high quality consistent 
with reasonable cost. Such systems are designed 
to provide reasonable assurance that the finan- 
cial information is accurate and reliable and that 
company assets and liabilities are adequately 
accounted for and assets safeguarded. 


The consolidated financial statements have been 
reviewed by the Corporation's Audit and 
Finance Committee and have been approved by 
its Board of Directors. In addition, the finan- 
cial statements have been examined by 

KPMG LLP, the auditors, whose report fol- 


lows. 


Andy Poprawa, CA 
President & CEO 


p45 


James Maxwell 
Chief Administrative 
and Financial Officer 


Toronto, Canada 
January 30, 2007 
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auditors’ report 


aa 


KPMG BLP 


To the Board of Directors of 
Deposit Insurance Corporation of Ontario 


We have audited the Consolidated Statement of 
Financial Position of Deposit Insurance 
Corporation of Ontario as at December 31, 
2006 and the Consolidated Statement of 
Operations and Changes in the Deposit 
Insurance Reserve Fund and the Consolidated 
Statement of Cash Flows for the year then 
ended. These financial statements are the 
responsibility of the Corporation’s manage- 
ment. Our responsibility is to express an opin- 
ion on these financial statements based on our 
audit. 


We conducted our audit in accordance with 
Canadian generally accepted auditing standards. 
Those standards require that we plan and per- 
form an audit to obtain reasonable assurance 
whether the financial statements are free of 
material misstatement. An audit includes exam- 
ining, on a test basis, evidence supporting the 
amounts and disclosures in the financial state- 
ments. An audit also includes assessing the 
accounting principles used and significant estt- 
mates made by management, as well as evaluat- 
ing the overall financial statement presentation. 


In our opinion, these consolidated financial 
statements present fairly, in all material respects, 
the financial position of the Corporation as at 
December 31, 2006 and the results of its opera- 
tions and its cash flows for the year then ended 
in accordance with Canadian generally accepted 
accounting principles. 

Chartered Accountants 


Kha g 40 
aa 


Toronto, Canada 
January 30, 2007 


Deposit Insurance Corporation of Ontario 


consolidated statement of financial position 


December 31, 2006, with comparative figures for 2005 (in thousands of dollars) 














2006 2005 
Consolidated 
Assets 
Cash and short-term investments (note 2) $ 24,599 $ 3,838 
Investments (note 3) 82,637 88,289 
Loans (net of allowance of $1,642 (2005 - $1,828)) (note 4) 307 205 
Premiums receivable 2,590 2,608 
Interest and other receivables 315 150 
Capital assets 
(net of accumulated amortization 
of $3,405 (2005 - $3,338)) 239 198 
—-- $110,687 «$95,418 
Liabilities 
Payables and accruals $ 2,940 $ 2,087 
Member Shares and Deposits of 
institutions in liquidation (note 5) 116 694 
Deferred premium income 2,821 27 (2 
Accrual for deposit insurance losses (note 6) 4,790 4,861 
Total Liabilities 10,667 10,414 
Deposit Insurance Reserve Fund 100,020 85,004 
$110,687 $95,418 


Lease Commitments (note 7) 
Contingencies (note 12) 


See accompanying notes to financial statements. 


On behalf of the Board: 
ie, 
Yih 


Lu acbel 


Director 





= OIteCtor 
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Deposit Insurance Corporation of Ontario 


consolidated statement of operations and 
changes in the deposit insurance reserve Ttund 


Year ended December 31, 2006, with comparative figures for 2005 (in thousands of dollars) 






































2006 7 2005 
Consolidated 
Income 
Premium income $ 16,845 $16,513 
Other income 4,177 2,460 
21,022 1LSO5 
Expenses 
Provision for losses 288 2,689 
Salaries and benefits 3,505 3,436 
Operating expenses 2,270 2205 
Recovery of operating expenses (57) (68) 
6,006 8,320 
Excess of income over expenses 15,016 LOLGSS 
Deposit Insurance Reserve Fund, 
beginning of year 85,004 74,351 
Deposit Insurance Reserve Fund, 
end of year $100,020 $85,004 


See accompanying notes to financial statements. 
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Deposit Insurance Corporation of Ontario 


consolidated statement of cash flows 


Year ended December 31, 2006, with comparative figures for 2005 (in thousands of dollars) 


Cash received from (applied to): 


Operations: 

Excess of income over expenses 

Items charged to operations not affecting cash 
Provision for losses 
(Gain) /loss on disposal of capital assets 
Amortization 


Changes in: 
Premiums receivable 
Loans 
Interest and other receivables 
Payables and accruals 
Membership shares and deposits of institutions in liquidation 
Deferred premium income 


Changes in cash balances of institutions in liquidation 
Net advances by deposit insurer 
Net deposit insurance advances (note 6) 


Investing activities: 

Purchase of investments 
Proceeds on sale of investments 
Purchase of capital assets 
Proceeds on sale of capital assets 


Increase/(decrease) in cash position during the year 
Cash position, beginning of year 
Cash position, end of year 


Supplementary cash flow information: 
Loan guarantee fee paid during the year 
Interest received during the year 


Cash position is defined as cash and short - term 
investments less any borrowings 
See accompanying notes to financial statements. 


























2006 2005 
Consolidated 

$ 15,016 $ 10,653 
288 2,689 
(4) Va 
_ 118 pares 
15,418 13,485 
18 (226) 
38 130 
(165) 359 
853 (68) 
(578) - 
49 147 
215 342 
576 : 
115 (86) 
(1,060) 136 
ey) 50 
15,264 Beker 
(82,637) (88,289) 
88,289 49,855 
(163) (61) 
en eek: 7 86 
__ 5,497 (68,409) 
20,761 (24,532) 
3,838 28,370 
$ 24,599 $ 3,838 
$ 14 $ 16 
$ 4,069 Sag a 
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notes to consolidated financial statements 


Year ended December 31, 2006 
General 


Deposit Insurance Corporation of Ontario 
(“DICO” or “the Corporation”) is an 
"Operational Enterprise" Agency of the 
Province of Ontario established without share 
capital under the provisions of the Credit 
Unions and Caisses Populaires Act, 1994 (“the 
ict). 


The statutory objects of the Corporation under 

the Act are to; 

- provide deposit insurance to depositors of 
member institutions; 


act as stabilization authority for the credit 
union and caisse populaire system; 

* promote standards of sound business and 
financial practices; 


collect and publish statistics; 


provide financial assistance to member institu- 


tions; 


act as administrator of member institutions; 
minimize deposit insurance risk and size of 
claims. 


The Act empowers the Corporation to assess its 
member institutions deposit insurance premi- 
ums to meet the Corporation's requirements for 
insurance funding and administrative costs. The 
Corporation establishes its premiums rates 
annually. They are approved by the Government 
of Ontario and incorporated into the regula- 
tions through appropriate amendments as neces- 
sary. 


Borrowings of the Corporation are guaranteed 
by a Minister's guarantee on behalf of the 
Province of Ontario. The guarantee is for a 
maximum of $150 million and continues until 
December 31, 2008. In addition to the guaran- 
tee fee of one-half of one per cent of the aver- 
age end of day balance outstanding of any debt 
obligation subject to the Minister's guarantee, 
the Province of Ontario charges a fee of 5 basis 
points on the unused portion of any credit facili- 
ty guaranteed for the period ending December 31 
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of each year during which the guarantee is in 
effect. The Corporation has in place a revolving 
credit facility with a Canadian chartered bank in 
the amount of $10 million, approved by the 
Ontario Financing Authority which administers 
the Minister's guarantee. The standby fee 
charged by the Chartered bank is 3 basis points 
on average unused portion of the credit facility, 
payable in arrears quarterly. 


1. Summary of Significant Accounting Policies: 


These consolidated financial statements have 
been prepared in accordance with Canadian 
generally accepted accounting principles 
(GAAP). To facilitate a better understanding of 
our consolidated financial statements, the 
Corporation has disclosed its significant 
accounting policies as follows: 


(a) Variable Interest Entities 

In 2005 the Corporation adopted the Canadian 
Institute of Chartered Accountants’ (CICA) 
accounting guideline on the consolidation of 
variable interest entities ("VIEs"). VIEs include 
entities in which the equity investors do not 
have a controlling financial interest or the equity 
investment at risk is not sufficient to permit the 
entity to finance its activities without additional 
subordinated financial support by other parties. 
AcG-15 requires the consolidation of a VIE by 
its primary beneficiary defined as the party that 
receives the majority of expected residual 
returns and/or that absorbs the majority of the 
entity’s expected losses. As liquidator of the 
estates of credit unions in liquidation, it has 
been determined that these rules require the 
Corporation to consolidate credit unions in liq- 
uidation if claims by DICO against the estate 
represent more than 50% of the total liabilities 
of the credit unions during the year. The assets 
and liabilities of the credit unions which meet 
the criteria for consolidation were recorded in 
the Corporation’s books at their respective fair 
values as of December 31, 2006 and 2005. 


(b) Premium Income: 

Premiums are based on a Differential Premium 
Risk Classification System as defined by regula- 
tion applied to insured deposits held by member 
institutions. Premium income is calculated based 
on the Annual Member Institution Return sub- 
mitted by the member institutions, which is due 
75 days after its fiscal year end. Premium 
income is recognized when earned. 


(c) Provision for Losses: 

The provision for losses includes allowances 
against deposit insurance advances to member 
institutions in liquidation and an accrual for 
losses for which advances have not been made 
at the date of the Consolidated Statement of 
Financial Position. 


Funds advanced in respect of deposit insurance 
and loans to member institutions are initially 
recorded at cost. Deposit insurance advances 
recoverable are presented on the Consolidated 
Statement of Financial Position net of 
allowances thereon. 


The accrual for deposit insurance losses 
includes both provisions for specific losses and 
a general provision for losses. Specific provi- 
sions for losses in respect of insured deposits 
are estimated by management and recorded 
when conditions, in the opinion of manage- 
ment, exist that will likely result in losses to the 
Corporation. 


The general provision for losses reflects man- 
agement's best estimate of losses on insured 
deposits arising from the inherent risk in mem- 
ber institutions. The provision is established by 
assessing the ageregate risk in member institu- 
tions based on current market and economic 
conditions, the likelihood of losses and the 
application of historic loss experience. Future 
economic conditions are not predictable with 
certainty and actual losses may vary, perhaps 
substantially, from management's estimates. 


(d) Pension Benefits: 


Pension benefits include a defined contribution 
pension plan covering all of its regular, non- 
contractual employees as well as supplemental 
arrangements, which provide pension benefits in 
excess of registered pension plan limits. 
Earnings are charged with the cost of pension 
benefits earned by employees as service is ren- 
dered. Pension expense is determined by a fixed 
percentage of the employees' income plus the 
matching of the employees' contribution to a 
maximum of 4%. The Corporation assumes no 
actuarial or investment risk. 


(e) Future Non-Pension Post-Retirement Benefits: 

Future non-pension post-retirement benefits 
relate to the Corporation's extended health, den- 
tal and life benefits for both active employees 
for whom a full eligibility date was determined 
and existing qualified retirees. The Corporation 
accrues Obligations under these plans as the 
employees render the service necessary to earn 
the future benefits. The Accrued benefits obli- 
gation is actuarially determined using the pro- 
jected benefit method prorated on service. 
Cumulative gains and losses in excess of the 
accrued benefit obligation at the beginning of 
the year are amortized over the expected average 
remaining service of active members. 


(f) Investments: 

Investments comprise short-term fixed income 
instruments and are recorded at amortized cost. 
The discounts are amortized on a straight line 
basis over the terms of the instruments. 


(g) Capital Assets: 

Capital assets are recorded at cost less accumu- 
lated amortization. Amortization of furniture 
and equipment is provided by the diminishing- 
balance method at the rate of 20 per cent per 
annum. Computer and related equipment and 
software are amortized over three years on a 
straight-line basis. Leasehold improvements are 
amortized on a straight-line basis over the term 


of the lease. 
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(h) Income Taxes: 

The Corporation uses the asset and liability 
method of accounting for income taxes. Under 
the asset and liability method, future tax assets 
and liabilities are recognized for the future tax 
consequences attributable to differences 
between the financial statement carrying 
amounts of existing assets and habilities and 
their respective tax bases. Future tax assets and 
liabilities are measured using enacted or substan- 
tively enacted tax rates expected to apply to tax- 
able income in the years in which those tempo- 
rary differences are expected to be recovered or 
settled. The effect on future tax assets and liabil- 
ities of a change in tax rates is recognised in 
income in the period that includes the date of 
enactment or substantive enactment. 


2. Cash and Short-term Investments: 

The short-term investments have a term to 
maturity of less than 90 days on the date of 
purchase. All investments are highly liquid fixed 


rate contracts. 


In compliance with the Corporation's invest- 
ment policy and relevant statutes, all investments 
are highly liquid fixed rate contracts and are RI 


MID or better on the DBRS scale. 


December 31, 2006 
Weighted Weighted 


| Amount 


December 31, 2005 
Weighted Weighted 
Average Average Amount Average Average — 


(thousands) Effective Days to (thousands) Effective 


Yield | Maturity 


Treasury Bills - Canada | $61 587, 4.16% 


Bankers’ acceptances/ 959) 431% 


Deposit Notes 
‘Structured Securities 8,797 4.36% 
Total $82,637 4.20% 


' Yield 

95 $46,609 3.39% 
an eee. 

31 23,334 3.43% 


36 18,346 3.36% 


75 $88,289 3.40% 


Days to 
Maturity 


96 
73 


59 
81 





December 31, 2006 December 31, 2005 















Weighted | Weighted Weighted | Weighted 

Average | Average Amount | Average | Average 

(thousands); Effective | Daysto  (thousands)| Effective | Days to 
Yield Maturity Yield Maturity 


















Cash of 
institutions 
in liquidation 


Total 

















$24,599 
















Short-term 
investments $ 22,984} 4.35% 68 $1,989} 3.32% 49 
Cash 9511 sl 





3. Investments: 


The Corporation has contracted the Ontario 
Financing Authority to manage its investment 
portfolio. The composition of DICO's invest- 
ments reflects the nature of the Corporation's 
potential insurance obligations and is structured 
to comply with the requirements under both the 
Income Tax Act and Regulation 78/95 of the 
Credit Unions and Caisses Populaires Act, 1994. 
Investments have terms to maturity of 90 days 
or greater on the date of purchase. They have a 
weighted-average yield of 4.20% (2005: 3.40%). 
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4. Loans (net of allowance): 


Loans (net of allowance) of $307,000 (2005 - 
$335,000) are comprised of loans of credit 
unions in liquidation of $235,000 (2005 - 
$273,000) and loans purchased from the estate 
of credit unions in liquidation of $72,000 
(2005 - $62,000). 


5. Member Shares and Deposits of institutions 
in Liquidation: 

Member shares and deposits of institutions in 
liquidation of $116,000 (2005 - $694,000) are 
comprised of $103,000 (2005 - $680,000) in 
member shares and $13,000 (2005 - $14,000) in 
deposits. DICO has an obligation to insure the 
amounts on deposit up to the prescribed 
amounts. DICO has no obligation to insure 
member shares but as liquidator has the respon- 
sibility to distribute any residual funds to mem- 
bers once the liquidation is complete. 


6. Accrual for deposit insurance losses: 


The provision for losses includes specific provi- 
sions for known or likely losses from specific 
member institutions and a general accrual for 
losses not identified with specific institutions. 
That portion of the provision for losses record- 
ed in the year and in previous years which has 
not yet required payment by the Corporation is 
shown in liabilities on the Consolidated 
Statement of Financial Position as "Accrual for 
deposit insurance losses". 








7 2006 | 2005 
aio ne (thousands) 

Accrual for deposit insurance losses, ea ni 
beginning of year $ 4,861 $2,217 
Increase in accrual for current year's | 
deposit insurance losses _ ibe ee 
Decrease in accrual for prior year's eee ; 
deposit insurance losses (212) (365) 
Decrease in deposit insurance advances ine | A 
recoverable — : ; (845) 
Increase in advances from DICO | 10 86 | 
Consolidation of advances from DICO- oe | 6,861 
Deficits of institutions in consolidation fe (6,197) 
Accrual for deposit insurance losses, - | 
endofyer—st*«*~*«ST 9D) 4,81) 
Net deposit insurance advances/(recoveries) $ 369 | $ (50) 


The general accrual for losses included in 
"Accrual for deposit insurance losses" amount- 
ed to $1,750,000 (2005 - $1,750,000) and is cal- 
culated in accordance with the methodology as 
described in note 1(c). 


7. Lease Commitments: 

The operating lease for the Corporation's prem- 
ises is for the term commencing January 1, 1998 
and ending August 5, 2007. For the balance of 
the current lease, the future minimum rent is 
$83,000 and the property taxes and common 
area maintenance costs approximates $190,000. 
The Corporation is currently negotiating with 
the current landlord and other locations for a 
new lease commencing August 6, 2007. 


8. Income Taxes: 

The Corporation is subject to income taxes on 
its income as defined under the Income Tax 
Act. It has accumulated losses for income tax 
purposes of $26,229,000. They expire as fol- 
lows: 





Originatin Expiring Amount 
Taxation Year Taxation Year a (thousands) _ 
2000 2007 $ 4,992 
2001 2008 4,191 
2002 2009 5,161 
2003 2010 4,124 
2004 2014 3.120 
2005 2015 2,833 
2006 2026 1,138 
$26,229 


The Corporation has determined that realization 
of the future income tax assets does not meet 
the more-likely-than-not criterion for recoeni- 
tion and, therefore, a valuation allowance has 
been recorded against future income tax assets. 


9. Pension Plan: 


The Corporation implemented a defined contri- 
bution pension plan effective January 1, 1999. 
The pension expense (including supplementary 
pension) charged to income for 2006 was 


$310,000 (2005 - $306,000). 


10. Future non-pension post-retirement benefits: 
The Corporation accounts for the current value 
of future non-pension post-retirement benefits. 
The accrued benefit liability as at December 31, 
2006, as actuarially determined, is $1,122,000 
(2005 - $967,000). Current service costs, includ- 
ing interest, were $194,000 (2005 - $124,000). 
Actuarial valuation for the Corporation’s plan is 
required every three years. The most recent 
actuarial valuation was conducted as of 
September 30, 2005 and the date of the next 
required valuation is September 30, 2008. 


The assumptions used in the actuarial valuation 
of the future benefits obligations consisted of: 
interest rate of 5.25% (2005 - 5.25%), rate of 
compensation increase of 3.5% (2005 — 3.5%) 
and initial weighted average trend rate in health 
and dental costs of 6.0% (2005 — 6.2%), grading 
down to 5% per annum by 2016. The 
Corporation measures its accrued benefit obliga- 
tions as at September 30 of each year. 





RECONCILIATION OF ACCRUED BENEFIT FISCAL YEAR ENDING FISCAL YEAR ENDING 

OBLIGATION TO THE ACCRUED BENEFIT DECEMBER 31, 2006 DECEMBER 31, 2005 
LIABILITY (THOUSANDS) (THOUSANDS) 

Accrued benefit obligation $1,868 | $1,755 

Employer contributions during year (10) | 

Unamortized net actuarial loss (736) | (779) 

Accrued benefit liability $1,122 $967 
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FISCAL YEAR ENDING FISCAL YEAR ENDING 


CHANGE IN BENEFIT "DECEMBER 31, 2006 


OBLIGATIONS 


(THOUSANDS) (THOUSANDS) 
Balance beginning of the year. -—« $1,755 $1,023 
Current service cost f 53 7 53 
Interest cost | 94 . 69 
Actuarial losses 4 641 
Benefit payments (38) (31) 
Balance end of year $1,868 $1,755 


11. Directors' Expense: 

During the year the directors received an agegre- 
gate remuneration of $83,000 (2005 - $51,000). 
Total directors' expenses were $35,000 (2005 - 
$36,000). The fixed per diem rate for the Chair 
is $500 (minimum $2,000 per month) and for all 


other board members is $350. In addition, direc- 


tors, other than the Chair, receive an annual 
retainer of $3,500. 


12. Contingencies: 

The Corporation ts subject to various legal 
actions brought against it in the normal course 
of business, when acting in the capacity of 
administrator or liquidator. It is the view of the 
Corporation's management that these actions 
will be successfully defended. Accordingly, no 
provisions have been made in these financial 
statements. 


13. Fair Value Disclosure: 


The fair value of financial assets and liabilities 
which include cash and short-term investments, 
investments, loans (net of allowance), premiums 
receivable, interest and other receivables, 
payables and accruals, member shares and 
deposits approximate their carrying amounts. 
The fair value of the accrual for deposit insur- 
ance losses have not been determined because it 
is not practicable to determine fair value with 
sufficient reliability. 
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DECEMBER 31, 2005 — 


14. Compensation: 


The following information is furnished in com- 


pliance with the Public Sector Salary Disclosure 


Act, 1996. 
Employee 


Brydges, Barry 


Burgman, John 


Dale, Richard 


D'Etrico Tony 


Foster, C.William D. 


Hutton, John 


Maxwell, James 


Poprawa, Andrew 


White, Richard 


Position held 


Vice President 


Insurance & Risk 
Management 


Chief Information 
Officer 


Regional Manager, 
Insurance & Risk 
Management 


Regional Manager, 


Insurance & Risk 
Management 


Vice President 


Asset Management 
& Recoveries 


Regional Manager, 


Insurance & Risk 
Management 


Chief 
Administrative 


& Financial Officer 


President and CEO 


Manager, Policy & 
Research 


Compensation 


$152,700 


$117,446 


$106,500 


$103,938 


$158,500 


$105,438 


$137,662 


$209,600 


$104,500 


Taxable 
benefits* 


$8,691 


$12,457 


$1,567 


$1,517 


$9,446 


$1,517 


$15,024 


$6,355 


$3,131 


* Includes taxable group life insurance, parking 


and use of company vehicle. 


arr ern! BTR niece ar re TESA OY eee ie a ae 
deposit insurance corporation of ontario’s 
member Institutions at december 31, 2006 


Credit Unions 

3M Employees’ (London) Credit Union Limited 

Adjala Credit Union Limited 

Air - Toronto Credit Union Limited 

Airline Financial Credit Union Limited 

All Trans Financial Services Credit Union Limited 

Alterna Savings and Credit Union Limited 

Anishinabek Nation Credit Union Inc. 

APPLE Community Credit Union Limited 

Arnstein Community Credit Union Limited 

Auto Workers (Ajax) Credit Union Limited 

Auto Workers Community Credit Union Limited 

Bay Credit Union Limited 

Bayshore Credit Union Limited 

Brewers Warehousing Employees (Hamilton) Credit Union Limited 
Brewers Warehousing Employees (Kitchener) Credit Union Limited 
Budd Automotive Employees (Kitchener) Credit Union Limited 
Buduchnist Credit Union Limited 

C.N. (London) Credit Union Limited 

C.N.R. Employees (Lakehead Terminal) Credit Union Limited 
Campbell's Employees' (Toronto) Credit Union Limited 
Canada Sand Papers Employees' (Plattsville) Credit Union Limited 
Canadian General Tower Employees (Galt) Credit Union Limited 
Canadian Transportation Employees' Credit Union Limited 
Canal City Savings and Credit Union Limited 

Cataract Savings & Credit Union Limited 

CCB Employees' Credit Union Limited 

City Savings & Credit Union Limited 

Communication Technologies Credit Union Limited 
Community First Credit Union Limited 

Community Saving & Credit Union Limited 

Croatian (Toronto) Credit Union Limited 

Crown Cork & Seal Employees Credit Union Limited 

Dana Canada Employees’ (Ontario) Credit Union Limited 
Desjardins Credit Union Inc. 

Domtar Newsprint Employees (Trenton) Credit Union Limited 
DUCA Financial Services Credit Union Limited 

Dundalk District Credit Union Limited 

Dunnville and District Credit Union Limited 

Durham Educational Employees' Credit Union Limited 
Education Credit Union Limited 

Employees of Dofasco (Hamilton) Credit Union Limited 
Equity Credit Union Inc. 

Espanola & District Credit Union Limited 

Estonian (Toronto) Credit Union Limited 

ETCU Financial Credit Union Limited 

Etobicoke Aluminum Employees' Credit Union Limited 
Federal Employees (Kingston) Credit Union Limited 
Fiberglas Employees (Guelph) Credit Union Limited 

Finnish Credit Union Limited 

FirstOntario Credit Union Limited 

Food Family Credit Union Limited 

Fort Erie Community Credit Union Limited 

Fort York Community Credit Union Limited 

Frontline Financial Credit Union Limited 

G.S.W. (Fergus) Credit Union Limited 


Ganaraska Credit Union Limited 

Genfast Employees Credit Union Limited 

Goderich Community Credit Union Limited 

Goodyear Employees (Bowmanville) Credit Union Limited 
Grand River Credit Union Limited 

Grey Bruce Health Services Credit Union Limited 

Hald - Nor Community Credit Union Limited 

Hamilton Community Credit Union Limited 

Hamilton Municipal Employees' Credit Union Limited 
Hamilton Teachers’ Credit Union Limited 

Health Care Credit Union Limited 

Heritage Savings & Credit Union Inc. 

Hir-Walk Employees' (Windsor) Credit Union Limited 
Hobart Employees' (Owen Sound) Credit Union Limited 
Holy Angel's & St. Anne's Parish (St. Thomas) Credit Union Ltd. 
Italian Canadian Savings & Credit Union Limited 
Kakabeka Falls Community Credit Union Limited 
Kawartha Credit Union Limited 

Kellogg Employees Credit Union Limited 

Kenora District Credit Union Limited 

Kingston Community Credit Union Limited 

King-York Newsmen Toronto Credit Union Limited 
Korean (Toronto) Credit Union Limited 

Korean Catholic Church Credit Union Limited 

Kraft Canada Employees' (Cobourg) Credit Union Limited 
Krek Slovenian Credit Union Limited 

L.I.U.N.A. Local 183 Credit Union Limited 

Labatt Employees’ (London) Credit Union Limited 
Lakewood Credit Union Limited 

Lambton Financial Credit Union Limited 

Lasco Employees' (Whitby) Credit Union Limited 
Latvian Credit Union Limited 

Lear Seating Canada Employees’ (Kitchener) Credit Union Limited 
Libro Credit Union Limited 

London Civic Employees' Credit Union Limited 
London Diesel Employees' Credit Union Limited 
London Fire Fighters' Credit Union Limited 

Mariposa Community Credit Union Limited 

McMaster Savings and Credit Union Limited 

Media Group Financial Credit Union Limited 

Member Savings Credit Union Limited 

MemberOne Credit Union Limited 

Mennonite Savings and Credit Union (Ontario) Limited 
Meridian Credit Union Limited 

Miracle Credit Union Limited 

Mitchell & District Credit Union Limited 

Moore Employees' Credit Union Limited 

Motor City Community Credit Union Limited 
Municipal Employees (Chatham) Credit Union Limited 
Nasco Employees' Credit Union Limited 

NCR Employees' Credit Union Limited 

North York Community Credit Union Limited 

Northern Credit Union Limited 

Northern Lights Credit Union Limited 

Northland Savings and Credit Union Limited 
Northridge Savings & Credit Union Limited 
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ONR Employees' (North Bay) Credit Union Limited 
Ontario Civil Service Credit Union Limited 

Ontario Educational Credit Union Limited 

Ontario Provincial Police Association Credit Union Limited 
Oregon Employees Credit Union Limited 

Oshawa Community Credit Union Limited 

Ottawa Police Credit Union Limited 

Ottawa Women's Credit Union Limited 

Pace Savings & Credit Union Limited 

Parama Lithuanian Credit Union Limited 

Pedeco (Brockville) Credit Union Limited 

Peek Frean Employees' (Toronto) Credit Union Limited 
PenFinancial Credit Union Limited 

Peoples Credit Union Limited 

Peterborough Community Credit Union Limited 
Peterborough Industrial Credit Union Limited 

Polish Alliance (Brant) Credit Union Limited 

Portuguese Canadian Credit Union Limited 

Prime Savings Credit Union Limited 

Prosperity One Credit Union Limited 

Provincial Alliance Credit Union Limited 

QuintEssential Credit Union Limited 

R.B.W. Employees' (Owen Sound) Credit Union Limited 
Railway Employees’ (Sarnia) Credit Union Limited 
Resurrection Credit Union Limited 

Rochdale Credit Union Limited 

Saugeen Community Credit Union Limited 

Scarborough Hospitals Employees' Credit Union Limited 
Sheridan Park Credit Union Limited 

Slovenia Parishes (Toronto) Credit Union Limited 
Smiths Falls Community Credit Union Limited 

So-Use Credit Union Limited 

Southlake Regional Health Centre Employees' Credit Union Limited 
Southwest Regional Credit Union Limited 

St. Josaphat's Parish (Toronto) Credit Union Limited 

St. Mary's (Toronto) Credit Union Limited 

St. Marys Paperworkers Credit Union Limited 

St. Stanislaus-St. Casimir's Polish Parishes Credit Union Limited 
Standard Tube Employees’ (Woodstock) Credit Union Limited 
Starnews Credit Union Limited 

State Farm (Toronto) Credit Union Limited 

Stelco Finishing Works Credit Union Limited 

Sudbury Credit Union Limited 

Sunnybrook Credit Union Limited 

Superior Credit Union Limited 

Sydenham Community Credit Union Limited 

Taiwanese - Canadian Toronto Credit Union Limited 
Talka Lithuanian Credit Union Limited 

Thamesville Community Credit Union Limited 

The Fire Department Employees Credit Union Limited 
The Police Credit Union Limited 

The Toronto Electrical Utilities Credit Union Limited 
Thorold Community Credit Union Limited 

Thunder Bay Elevators Employees' Credit Union Limited 
Toronto Catholic School Board Employees Credit Union Limited 
Toronto Municipal Employee's Credit Union Limited 
Twin Oak Credit Union Limited 

Ukrainian (St. Catharines) Credit Union Limited 
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Ukrainian Credit Union Limited 

Unigasco Community Credit Union Limited 

United Communities Credit Union Limited 

United Employees Credit Union Limited 

United Ukrainian Credit Union Limited 

Unity Savings and Credit Union Limited 

Utilities Employees' (Windsor) Credit Union Limited 
Victory Community Credit Union Limited 

Virtual One Credit Union Limited 

Wallace Barnes Employees’ Credit Union Limited 

William S. Gibson Employees' Credit Union (Mt. Dennis) Limited 
Windsor Family Credit Union Limited 

Windsor-Essex County Catholic Parishes Credit Union Ltd. 
Your Credit Union Limited 

Your Neighbourhood Credit Union Limited 


Caisses Populaires 

Caisse populaire Azilda Inc. 

Caisse populaire Coniston Inc. 

Caisse populaire d'Alban Limitée 

Caisse populaire d'Alfred Limitée 

Caisse populaire de Bonfield Limitée 

Caisse populaire de Cochrane Limitée 
Caisse populaire de Cornwall Inc. 

Caisse populaire de Field Limitée (La ) 
Caisse populaire de Hawkesbury Limitée 
Caisse populaire de Hearst Limitée 

Caisse populaire de Kapuskasing Limitée 
Caisse populaire de la Vallée 

Caisse populaire de Mattawa Limitée 

Caisse populaire de Mattice Limitée 

Caisse populaire de New Liskeard Limitée (La ) 
Caisse populaire de Noélville Limitée 

Caisse populaire de North Bay Limitée 
Caisse populaire de Pointe-aux-Roches Limitée 
Caisse populaire de Tecumseh Inc. 

Caisse populaire de Timmins Limitée (La ) 
Caisse populaire de Verner Limitée 

Caisse populaire d'Earlton Limitée (La ) 
Caisse populaire d'Orléans Inc. 

Caisse populaire Lasalle Inc. 

Caisse populaire Nolin de Sudbury Incorporée 
Caisse populaire Nouvel-Horizon Inc. 

Caisse populaire Rideau d'Ottawa Inc. 

Caisse populaire St-Charles Boromée Limitée 
Caisse populaire St-Jacques de Hanmer Inc. 
Caisse populaire Sturgeon Falls Limitée 
Caisse populaire Trillium Inc. 

Caisse populaire Val Caron Limitée 

Caisse populaire Vermillon 

Caisse populaire Vision Inc. 

Caisse populaire Welland Limitée 


Leagues 

LAlliance des caisses populaires de |'Ontario Inc. 
Credit Union Central of Ontario 

Fédération des caisses populaires de l'Ontario Inc.(La ) 
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The Honourable Dwight Duncan 
Minister of Finance 

Frost Building South, 7" floor 

7 Queen's Park Crescent 
Toronto, Ontario 

M7A 1Y7 





Dear Minister: 
I have the honour to submit to you and the Superintendent of the Financial Services Commission of 


Ontario the Annual Report of the Deposit Insurance Corporation of Ontario for the 12 month period 
ended December 31, 2007. 


Yours truly, 


Pe UI Me 


Internet Home Page : http://www.dico.com; E -mail:info@dico.com @ Page d'accueil Internet : http://soad.com; Courriel : info@soad.com 











Mission : To Protect DEPOSITORS 


VISION 


We will support the Ontario Credit Union and Caisse Populaire System by providing 


depositor protection, building financial soundness and working in collaboration 


with stakeholders. 


VALUES 


IN ALL OUR ACTIVITIES WE WILL STRIVE TO: 


Act with professionalism and integrity; 

Provide value; 

Be proactive and innovative; 

Recognize and respect the principles, values and diversity of the credit union / 
caisse populaire system; 

Collaborate with stakeholders; 

Recognize the diversity and acknowledge the importance of our staff; 

Provide an environment where employees are treated fairly, and given opportunity 


and encouragement to develop their potential. 


DICO STAFF 


Adrienne Barber Patricia Bazinet* Suzanne BoyereAlla Brachman¢Barry Brydges¢John Burgmane Richard Dale*Gerry Daoust¢ 
Tony D’Errico*Bob Edmison¢Brigitte Elie «Bill Foster*Carmen Gheorghe Sharon Haslett*John Hutton Entela Josifi* Yasmin Khoja¢ 
Steve Kokaliaris¢Jim Maxwell*Alana McLeary*Danny Pianezza +Naile Piranaj*Andy Poprawa*Andy Rechtshaffen* Mercedes Ruano 
Nelson Verdecia* Grace WeneMichael White*Richard White*Winnie Yu. 


QO Deposit Insurance Corporation of Ontario 


CORPORATE GOVERNANCE 


——————— 
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The Deposit Insurance Corporation of Ontario 
is an agency of the Province of Ontario 
established in 1977 and operates under the 
Credit Unions and Caisses Populaires Act, 1994. 
The Act sets out DICO's objects, powers and 
duties as well as general terms for deposit 
insurance and other governing parameters. 
DICO functions within the legal framework 
established by the Act, Management Board of 
Cabinet Secretariat Directive on Agency 
Establishment and Accountability and other 
applicable laws. The Corporation is ultimately 
accountable to the Legislature through the 
Minister of Finance for the conduct of its 
affairs. 


The Act requires that the DICO Board of 
Directors "shall manage the affairs or supervise 
the management of the affairs of the 
Corporation...". The Board of Directors is 
composed of up to eleven persons all of whom 
are appointed by the Lieutenant-Governor-in- 
Council to serve for various terms of usually up 
to three years. At least four of the members of 
the Board must be appointed from individuals 
nominated by the credit union and caisse 
populaire movement. 


DICO follows a unique appointments process to 
ensure that it recruits the best qualified people to 
its Board. The Corporation has established a 
skills profile in addition to a position description 
for directors. DICO has also established a 
gender, experience, skills and geographic 
representation profile for the Board as a whole 
to ensure that it maintains an appropriate 
balance of these attributes. All potential 
candidates for the Board are screened and 
interviewed by a committee of the Board prior 
to being recommended for appointment to the 
Minister. In each case, DICO provides the 
Minister with more than one candidate for each 
position. Once the Minister has made a 
selection, that recommendation is forwarded to 
the Cabinet for approval. 


DICO follows best practices in corporate 
governance including: 

* a formal director orientation process; 

* continuous director development; 

* Board succession planning; 

* annual Board assessment and feedback; 
* regular in-camera sessions; and 

* annual strategic planning session. 


The Board also establishes annual objectives for 
itself and measures its performance against 
those stated objectives. These include strategies 
for risk management and communication with 
stakeholders, executive management and 
management reporting and control. 


DICO ts a member and active participant in the 
Conference Board of Canada's Corporate 
Governance Forum. This forum provides the 
Corporation with an insight into best and next 
practices for achieving excellence in governance. 


DICO’S BOARD OF DIRECTORS MEETINGS 2007* 











“Wecings “Auten 
i in Loe ee 
‘Audit and Finance Committee | 5 | 86% 
Gurrantrecodr ess Cermnica a agen ueco7 ma 
Risk Management Commitee | 4 | 100% 


* Does not include D. Yule, ex-officio for Committee meetings 
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DICO’s BOARD OF DIRECTORS (from left to right )Sitting: Laura Talbot, David Yule, Leslie Thompson 
Standing: Paul Mullins, Carol Lemelin, Robert Hammond and André Auger. Absent: Sherry MacDonald 





DAVID YULE, BCOMM, FCA 


David Yule, Chair of the Board, retired in 1997 as a 
partner with Ernst & Young where he was involved 
in their financial institution audit practice and their 
forensic accounting practice. He currently serves on 
several boards of directors and carries on a financial 
consulting practice. Mr. Yule was appointed to a third 


term on March 23, 2006 and his term expires on 
March 23, 2009. 


ANDRE AUGER, BA, M.ED. 

André Auger is a retired elementary school principal. 
He has twenty years of experience on caisse 
populaire boards, ten of those as Chair. He also held 
the position of Chair and Vice-Chair of L’Alliance 
des caisses populaires de POntario Ltée. Mr. Auger is 
active in organizations and service clubs at the local 
level. He was appointed to a first term on January 5, 
2006 and his term expires on January 4, 2009. 


ROBERT HAMMOND, BA, MBA, FCIA 


Robert Hammond, an actuary by profession, spent 29 
years with the Federal Department of Insurance and 
its successor organization, the Office of the 
Superintendent of Financial Institutions (OSFI). At 
various times he was responsible for the supervision 
of federally registered insurance companies, non- 
bank deposit-taking institutions, credit union centrals 


and pension plans. As Superintendent of Insurance 
and, subsequently, Deputy Superintendent at OSFI, 
he served on the Board of Directors of the Canada 
Deposit Insurance Corporation for ten years. From 
1992 until retirement in 2003, he was CEO of the 
Canadian Payments Association, the organization 
responsible for operating Canada’s clearing and 
settlement system and having credit union centrals, 
federations of caisses populaires and independent 
credit unions among its members. Mr. Hammond 
was appointed to a first term on May 30, 2006 and 
his term expires on May 29, 2009. 


CAROL LEMELIN, CMA 


Carol Lemelin was Chief Financial Officer for the 
The St. Lawrence Seaway Management Corporation 
with overall responsibilities including Finance, 
Information Technology & Telecommunications, 
Internal Audit, and Revenue & Forecasting. 

Mr. Lemelin was Chair of Caisse Populaire de 
Cornwall Inc., and also served in various capacities on 
the board of Caisse Populaire de Cornwall for several 
years. Mr. Lemelin was appointed on June 20, 2007 
and his term expires on June 19, 2010. 


SHERRY MACDONALD, CA 


Sherry MacDonald is VP Risk Management and CFO 


at a major education savings plan organization with a 


———aaaEOEOS=== Deposit Insurance Corporation of Ontario 


focus on risk management of investment portfolios 
and adherence to regulatory requirements in operations. 
With more than thirteen years of financial management 
experience in the investment management and 
pension industries, she has specialized in start-up 
implementation of treasury and finance functions as 
SVP Finance and Chief Financial Officer. 

Ms. MacDonald was appointed to a second term on 
March 2, 2005 and her term expires on Match 1, 2008. 


PAUL MULLINS, BA, LL.B 


Paul Mullins is a lawyer who has had his own practice 
in Windsor and Essex County since 1971. He was a 
commissioner for the Federal Human Rights 
Tribunal. He is a Director and former President of 
Windsor Homes Coalition which provides low 
income housing to needy families. He served as a 
Director of Woodslee Credit Union Limited for 24 
years. He is currently Chair of the Board of United 
Communities Credit Union which has 33,000 
members and assets of over $550 million. Mr. Mullins 
was appointed to a second term on March 7, 2007, 
and his term expires on March 6, 2010. 


LAURA TALBOT, MBA, FCMA, ICD.D 


Laura Talbot, Vice-Chair of the Board, is President 
of the TalbotAllan Consulting Group. Previously she 
held senior executive roles with University of Waterloo, 
the Federal government, the Canadian Red Cross, 
several utilities and US Bank One. She has substantial 
governance experience, currently on the Boards and 
Committees of the: Canadian Accounting Standards 
Oversight Council; Canadian Partnership Against 
Cancer; Canadian Food Inspection Agency; Ontario 
Health Quality Council; Fellows FCMA Council of 
Quebec; and Chair - Info Standards Development for 
the Ontario Accessibilities Act. She was previously 
Vice-Chair of the CS COOP Board, Chair of the Society 
of Management Accountants of Canada, amongst 
others. Ms. Talbot was appointed to a third term on 
March 7, 2007 and her term expires on March 6, 2010. 


LESLIE THOMPSON, MBA, MFA, FCSI, ICD.D 
Leslie Thompson is President of LESRISK, Debt 


and Risk Management Inc. She is a risk management 
consultant with experience as a senior executive with 
both financial institutions and government. Formerly, 
she was Vice-President of Union Bank of Switzerland 
and The Chase Manhattan Bank. She also led the 
start-up operations of the Province of Ontario’s 
treasury operations (now Ontario Financing Authority). 
Ms. Thompson was appointed on October 12, 2005 
and her term expires on October 11, 2008. 


SUB-COMMITTEES OF THE BOARD 


(AS AT DECEMBER 31, 2007) 








AUDIT AND FINANCE COMMITTEE 


This committee reviews the investment policies 
and procedures as well as monthly and annual 
financial statements of the Corporation. It reviews 
the results of the external auditors’ audit of the 
annual financial statements. The committee also 
reviews recommendations made by the internal 
auditor regarding internal controls and procedures 


and ensures that appropriate action is taken. 


° Laura Talbot, Chair 
e André Auger 

* Carolemelin 

° David Yule, ex-officio 


HUMAN RESOURCES COMMITTEE 


This committee reviews and makes recommendations 
to the Board on policies relating to the Corporation's 
human resources plans, compensation, employee 


benefits and related matters. 


¢ Paul Mullins, Chair 
e André Auger 

¢ Laura Talbot 

¢ David Yule, ex-officio 


RISK MANAGEMENT COMMITTEE 


This committee reviews the principal risks to the 
Corporation including deposit insurance risk 
exposure and makes recommendations to the 
Board relating to its Framework for Enterprise 
Risk Management including risk assessment and 
risk management policies, programs and guidelines. 
¢ Sherry MacDonald, Char 

¢ Bob Hammond 


¢ Leslie Thompson 
¢ David Yule, ex-officio 
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On behalf of the Board of Directors, | am 
pleased to present our annual report to the gov- 
ernment and our other stakeholders. This past 
year DICO marked its 30th year of service to 
the people of Ontario. Over these thirty years 
DICO has proudly fulfilled its mandate by en- 
suring that every insured depositor has been 
fully protected from loss. In fact, no depositor 
has ever lost any deposit funds placed with an 
Ontario credit union or caisse populaire. What 
makes this record even more compelling is that 
it was achieved while dealing with the failure of 
over 300 institutions. However, this statistic re- 
lates only part of the story. 


Throughout our history we have also worked 
with literally hundreds of credit unions and 
caisses populaires to assist them in remaining 
financially and operationally sound in order to 
meet their goal of serving their members and 
providing service to their communities. Today, in 
a more consolidated and efficient network, these 
institutions continue to play an important role in 
the financial and social fabric of Ontario. 


We are pleased to report that despite some 
challenges during 2007, we were successful in 
meeting our primary objectives of protecting 
depositors and contributing to the stability of the 
sector. Our 2007 strategic objectives included: 


¢ Proactively assessing and managing risk to 
the fund and depositors; 

¢ Enhancing the financial soundness of the 
sector; 

* Minimizing the cost of deposit insurance; 

¢ Ensuring that sufficient financial resources 
are available to protect depositors; 

¢ Maintaining collaborative relationships with 
stakeholders; 

* Effectively and efficiently managing 
resources. 


Our performance against these objectives and 
our targets for 2007 are laid out in this report. 
After several years without experiencing 
significant institutional failures we incurred 
substantial insurance losses during the year 





David Yule 
Chair of the Board of Directors 


resulting from three institutional failures. Our 
reserve fund improved to 57 basis points of 
insured deposits as compared to 56 basis points 
the prior year, and we expect to meet our fund 
objective of 61 basis points next year. Average 
premium rates decreased again from the 
previous year as capital levels in the system 
improved. An important part of our role as 
deposit insurer is to make sure that when an 
institution fails, its insured depositors are paid 
out on a timely basis. In 2007 we demonstrated 
our ability to carry out this function. 


As a result of effective management by member 
institution boards and staff, the current financial 
health and operational capacity of Ontario credit 
unions and caisses populaires continues to be 
generally strong, despite ongoing competitive 
pressures and a changing financial sector 
landscape. 


During 2007, the government passed 
amendments to the Credit Unions and Caisses 
Populaires Act, 1994. Once proclaimed, DICO’s 
mandate will include responsibility for the 
regulation of institutional solvency which is 
presently within PSCO’s mandate. We believe 
that these new responsibilities demonstrate the 
government’s confidence in our ability to 
manage risk to depositors, the sector, the fund 
and the government, and will result in operating 
efficiencies for the system. In light of these new 
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responsibilities and upon the request of the 
Minister of Finance, DICO has also committed 
to strengthening its accountability regime by 
creating an Office of the Ombudsman, 
continuing its practices of holding annual 
stakeholder information meetings and 
welcoming suggestions from the sector for 
nominations to our Board. We also make use of 
advisory committees to obtain stakeholder 
advice on our programs. We were also pleased to 
receive a Ministry of Finance award recognizing 
the contribution of our staff to the development 
of new legislation. 


This past year DICO marked its 30" year of 


service to the people of Ontario. Over these 
thirty years DICO has proudly fulfilled its 


mandate by ensuring that every insured 


depositor has been fully protected from loss. 


DICO places a considerable degree of 
importance on its own governance standards. 
The Board of Directors continues to follow best 
practices in governance as set out in current 
literature on the subject including the 
Conference Board of Canada's publications. For 
example, each Board meeting includes an in- 
camera session and a focus on enterprise risk 
management. Details of our governance 
practices can be found in this annual report. 

I would like to take this opportunity to express 
my appreciation to all our Board members for 
their dedication and professionalism in working 
together in the interests of all stakeholders. 
Readers will note from their respective 
biographies, that all of our directors bring a high 
level of skill, expertise and experience to DICO. 
During the past year, Mr. Benoit Martin of 
Ottawa retired from the Board after having 
served for six years. On behalf of the Board and 
staff I would like to thank Benoit for his 
valuable contribution and dedication to DICO. 
In 2007, we welcomed Carol Lemelin of 
Cornwall to the Board. Mr. Lemelin who was 
nominated by La Fédération des caisses 
populaires de ? Ontario, brings a wealth of 
experience, skill and enthusiasm to our Board. 


Developments in the sector’s financial and 
operational position have implications for 
DICO's strategic direction. The strategies 
employed over the past few years to improve risk 
management practices at individual member 
institutions have been successful due, in large 
measure, to the ongoing positive and productive 
co-operation between insured institutions and 
DICO. For 2008, DICO has identified a number 
of key priorities: 

* Implementing changes required as a result of 
the expected proclamation of the 
amendments to the Credit Unions and 
Caisses Populaires Act; 

* Enhancing our risk assessment and oversight 
capabilities; 

° Finalizing our proposal for a revised 
differential premium system; 

* Extending our loan guarantee with the 
government; and 

* Updating our strategic alliance agreements 
with our various stakeholders. 


In conclusion, we believe that our long-term 
strategic direction has supported our mandate to 
enhance depositor confidence and the sector's 
goal to be more competitive and responsive to its 
members’ needs. By exercising continued 
vigilance through our risk assessment and 
management programs and by building a strong 
financial base, DICO believes that we will 
continue to protect depositors effectively, reduce 
the cost of depositor protection, and contribute 
to the stability of and confidence in Ontario's 
credit unions and caisses populaires. We look 
forward to working with our various stakeholders 
to achieve these goals. 


On behalf of the Board, I would like to express 
my sincere appreciation to Andy Poprawa and 
the staff of DICO and all stakeholders who have 
joined with us in demonstrating a willingness to 
work together in achieving these goals. 


On behalf of the Board of Directors, 


a 


David Yule 
Chair 
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MESSAGE FROM THE CEO: CHANGES AND CHALLENGES 








Despite a challenging environment during the 
past year, DICO performed well. We were able 
to successfully deal with three institutional 
failures and ensure that all depositors were 
protected from any loss of their deposit funds. 
Each of these institutional failures was unique 
and required creative solutions to ensure the 
safety of deposits. As insured institutions 
continue to explore and develop new areas of 


business, new risks have emerged which will 


require continuous monitoring and management 


by institutions as well as DICO. 


Our progress toward reaching our reserve fund 
target slowed during the year because of these 
failures. At the end of 2007 our reserve fund 
stood at 57 basis points compared to our target 
of 60 basis points. We are confident however, 
that our goal will be reached in 2008. 


DEPOSIT INSURANCE RESERVE FUND 
COMPARISON WITH OTHER 
PROVINCIAL JURISDICTIONS 


200 


100 






Basis Points of Insured Deposits 


5 

Alberta B.C. Man. Québec Sask. Ontario 
—@ Actual @ Actual Ontario 

CL] Target Ontario 





As the number, complexity, financial and 
operational health of insured institutions 
changes, we are continuously reviewing our 
organization to ensure that we are meeting our 
mandate while delivering value to our 
stakeholders. During 2007 we held the number 
of full time staff equivalents at 30 and net 


operating expenditures were 7% under budget. 





Andy Poprawa 
President & CEO 


While some other organizations were impacted 
by concerns over the valuation of Asset Backed 
Commercial Paper, our sound investment 
strategy with its objectives of safety, liquidity and 
reasonable yield ensured that our portfolio 


erade and low risk 


included only liquid, high 


investments. 


When new amendments to the Act are 
proclaimed, DICO’s mandate will be expanded 
to include responsibility for the regulation of 
capital, liquidity and other solvency related areas. 
This change in mandate is the result of the work 
that has been underway since the legislation was 
last amended. DICO intends to ensure that its 
new responsibilities are undertaken in a 
transparent, fair and responsive fashion ensuring 
that all insured institutions have full access to the 
criteria to be used for regulatory decision 


making. 


The government introduced changes to the 
capital, liquidity and lending regulations during 
2007 aimed at providing a more risk-based and 
flexible regulatory regime. The introduction of 
these new rules has ensured that Ontario now 
has a modern regulatory environment similar to 


that of banks and other market competitors. 


OO —————————————— Deposit Insurance Corporation of Ontario 


During the year we drafted and circulated a 
proposal to change the way we charge premiums 
to our insured institutions. Once we receive and 
incorporate stakeholder feedback, we will make a 
submission to the government proposing 
changes to the regulations governing the 
differential premium system. Concurrently, we 
will be proposing a modest reduction in 
premium levels assuming our reserve fund target 
range is maintained. 











As insured institutions continue to explore 
and develop new areas of business, new risks 
have emerged which will require continuous 


monitoring and management by institutions 


as well as DICO. 


In the spirit of the co-operative movement we 
are also pleased to assist other jurisdictions 
around the world in developing sound regulatory 
and depositor protection regimes for co- 
operative financial institutions. For example, in 
2007 we helped establish an international 
network of credit union and caisse populaire 
regulators for the purpose of sharing 
information and experiences with other 
regulatory bodies. We were also proud to be 
chosen to chair the executive committee for this 
network for 2008. 


For further information on our programs and to 
obtain further information about us, we invite 
stakeholders and readers to visit our website at 
www.dico.com. 


We expect the next few years to be challenging 
for some insured institutions as competitive 
pressures intensify and the economic 
environment may be uncertain in a number of 
industries and geographic areas. Continued 
consolidation and restructuring is expected to 
address some of these challenges. The board 
and staff of DICO are committed to providing 
protection, security and stability to the Ontario 
Credit Union and Caisse Populaire sector for the 
benefit of all its members. We look forward to 
the opportunity in 2008 of continuing to 
demonstrate our commitment. 


In closing, I would like to express my 
appreciation to our employees, who are an 
extremely dedicated group of professionals and 
the major source of DICO’s corporate strength. 
I appreciate, as well, the advice and support that 
I continue to receive from DICO’s Board of 
Directors. In particular, I am grateful to our 
Board Chair, David Yule, for his wise counsel 
and support. 


Andy Poprawa, CA 
President & CEO 
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MANAGEMENT'S DISCUSSION AND ANALYSIS 











DICO OVERVIEW 


The Deposit Insurance Corporation of Ontario 
(DICO) provides deposit protection for all eligi- 
ble deposits held at Ontario credit unions and 
caisses populaires. Deposit Insurance is part of a 
comprehensive protection program in all On- 
tario credit unions and caisses populaires which 
is backed by provincial legislation. DICO insures 
deposits up to $100,000 subject to the eligibility 
criteria and maximum coverage. For more de- 
tails regarding the basic coverage that 1s available 
for all eligible deposits please visit our web site 
www.dico.com. 


DICO'S 2007 FINANCIAL SCORECARD (S$MILLIONS) 


Insurance Fund 
Gross Insurance Provisions 
Recovery of Prior Years’ Losses 


Total Gross Operating Expenses 


ae ee 


Total Net Operating Expenses 


3.5% 4.55% 


Return on investments 


ECONOMIC OVERVIEW 


DICO fulfills its mandate in a complex and dy- 
namic environment. The economy, the perform- 
ance of insured institutions and legislative and 
regulatory developments are continually moni- 
tored. 


Through 2007 the Ontario economy remained 
strong; however, the higher Canadian dollar and 
the economic slowdown in the United States has 
impacted the various sectors of the economy 
which, in turn, have an effect on the credit 
union/caisses populaire sector. This trend is ex- 
pected to continue through 2008. The Ontario 
economy is expected to show continued modest 
erowth during 2008 depending on the depth of 
the economic slowdown in the USA. 


The well-publicized difficulties with asset backed 
securities have led to tightening credit markets 
and an overall decline in liquidity both in the 
economy as a whole and in the credit union and 
caisse populaire sector. As the situation is clari- 





fied, appropriate market values for these securi- 
ties should be established and the market should 
normalize over time. 


OVERVIEW OF ONTARIO CREDIT UNIONS AND 
CAISSES POPULAIRES 


Ontario’s relatively strong economic environ- 
ment has contributed to the credit union and 
caisse populaire sector’s performance over the 
past few years. Overall, the sector is well capital- 
ized and relatively stable although a number of 
competitive, economic and other pressures are 
impacting some individual institution’s perform- 
ae. 


During 2007 consolidation in the industry con- 
tinued. The number of active insured institu- 
tions declined by 12 to a total of 207 as a result 
of mergers or wind-ups. Today, close to 50% of 
the assets of the Ontario movement are held by 
the largest 10 insured institutions. 






DICO’S MEMBERSHIP PROFILE... AT A GLANCE.... 





2006 





























— 2007 
SSeS a aah met a — a eH SS = 
Number of Member Institutions | 207 ee 
Total Assets (billions) $26.0 $24.5 
Total Deposits (billions) | $22.8 $21.7 
Insured Deposits (billions) : $18.5 | $17.8 
% of Total Deposits 81% 82% 





Regulatory Capital Ratio (leverage basis) 7.26% | 7.11% 





Asset Quality (loan costs % of average assets) | 0.13% | 0.12% 


Profitability (net income % of average assets) 0.42% | 0.40% 
Ageregate on-balance sheet assets and deposits 
exhibited growth year over year of over 5'% to 
$26 billion. Growth in commercial loans re- 
mained very strong at 15% while aggregate resi- 
dential mortgage loans showed slower growth at 
5%. At the end of 2007 gross liquidity fell to 


13.2% continuing a three year downward trend. 


Aggregate capital within the sector improved to 
7.26% of assets of which over 4% was retained 
earnings. At the end of 2007, all but three in- 
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sured institutions (all of which are under 
DICO's Supervision) met the prescribed statu- 
tory minimum capital requirements. 


MEMBERSHIP PROFILE BY ASSET SIZE 


ee 


% of Total Sector Assets 
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Assets in Millions $ 


Throughout 2007 the sector's aggregate credit 
risk, as measured by ageregate loan costs, and 
delinquency increased but remained within ac- 
ceptable levels. In addition, the coverage ratio 
(loan allowances as a percentage of impaired 
loans) is stable despite increasing delinquencies. 
Gross delinquency greater than 30 days de- 
creased slightly to 99 basis points of total loans 
compared to 117 basis points in 2006. 


THE ONTARIO SYSTEM ASSETS 
AND REGULATORY CAPITAL 


65 


6.0 


Assets in $ Billions 


55 
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Regulatory Capital as % of Assets 
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Profitability during 2007 increased slightly to 42 
basis points from 40 basis points in 2006. A 
number of institutions experienced operating 
losses during 2007. These institutions are being 
closely monitored to ensure that either the un- 
derlying reasons for the losses are being rectified 
or that sufficient capital is being injected by 
members to support their continued viability. 


EARNINGS IN THE ONTARIO SYSTEM 
Based on data as of January 17, 2008 


50 


Basis points 
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During 2007, adherence to the Standards of 
Sound Business and Financial Practices contin- 
ued to increase as measured by the results of the 
On-Site Verification (inspection) program. By 
the end of the year over 90% of insured institu- 
tions, including virtually all larger institutions, 
had achieved full compliance with all standards — 
an improvement from the prior year. 


AGGREGATE INSURED DEPOSITS 
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DICO's Differential Premium System (DPS) is 
based on the aggregate risk profiles of institu- 
tions using quantitative and qualitative factors 
for five key components - capital, asset quality, 
adherence to standards of sound business and 
financial practices, earnings, and interest rate 
risk. The following table demonstrates the posi- 
tive migration to lower premium rate tiers over 
the past four years. As a result, the average premium 
rate for deposit insurance continues to decline. 


OVERALL DPS RISK RATINGS: 2003 TO 2007 
DISTRIBUTION BASED ON % OF SYSTEM ASSETS 
RATE PER $1,000 INSURED DEPOSITS 


Risk 9003 


Premium | 


2004 =©2005 2006 2007 





36% 34% 


| 48% 53% 








15% 6% 











1% | 7% 








0% 0% 














In the context of a continuing low interest rate 
and competitive market environment, the On- 
tario credit union and caisse populaire sector has 
further consolidated and, at the same time, 
erown to expand services to communities across 
the province. While profitability in some insured 
institutions continues to be a concern for their 
future viability in this competitive financial serv- 
ices marketplace, generally the sector remains 
stable. 





LEGISLATIVE AND REGULATORY DEVELOPMENTS 


In May 2007 Bill 187, which includes amend- 
ments to the Credit Unions and Caisses Popu- 
laires Act, recetved Royal Assent. When the 
amendments to the Act are proclaimed later in 
2008, they will provide credit unions and caisses 
populaires with broader powers to compete in 
the financial services marketplace. DICO’s role, 
responsibilities and powers will be expanded to 
include solvency regulation with broader scope 
to protect depositors and members and to con- 
tribute to the stability of the sector. 
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DICO’s Risk MANAGEMENT 

DICO’%s risks are managed in the context of our framework for Enterprise Risk Management — a 
well defined set of board approved risk management policies and practices to ensure that the board, 
the Risk Management Committee of the board and management understand and respond to the 


risks to which we ate exposed. We have segmented our risks into the following major categories: 
* Insurance Risks 


* Strategic Risks 
* Financial Risks 
* Operational Risks 
* Compliance Risks 


The table below sets outs in more detail these risks and our assessment of the tisk rating and trend. 


Overview oF DICO’s ASSESSMENT OF SIGNIFICANT RISKS 


DEPOSIT INSURANCE RISKS: pDico’s RISK OF LOSS RESULTING FROM: 


- Risk Assessment / Monitoring Risk 
The risk that DICO does not promptly or systematically identify insured institutions that pose an MODERATE 
unacceptable level of insurance risk resulting in financial loss. 


- Risk Management / Intervention Risk 
The risk that DICO does not take appropriate action with respect to an unacceptable level of MODERATE 
insurance risk posed by an insured institution resulting in financial loss. 


- Failure / Loss Management Risk 
The risk that DICO does not take appropriate action to manage insured institutions that are under MODERATE 
Administration or in Liquidation resulting in increased financial loss. 


- Risk of Institutional Failure Due to Fraud 
The risk of failure of an institution due to significant fraud in small insured institutions which do 
not have sufficient separation of duties or internal audit functions. 


STRATEGIC RISKS 

DICO’s risk of loss resulting from failure of the Regulatory framework and DICO’s strategies to LOW / 
address significant and /or emerging risks including: Regulatory Framework and Government MODERATE 
Policy Risks; Political Risks; Strategic Direction Risk and Regulatory Risk 


FINANCIAL RISKS 

DICO’s risk of loss associated with managing its assets and liabilities including: Liquidity Risk; LOW / 
Investment/Market Risk, Internal Controls Risk and Adequacy of the Deposit Insurance Reserve MODERATE 
Fund Risk 


OPERATIONAL RISKS 

DICO’s risk of loss resulting from inadequate or ineffective internal processes, people and 
systems, or from external events including: Liability Risk, Property Risk, Communications Risk, 
Health & Safety Risks, Business Continuity Risk, Technology Risks, Human Resources Risk and 
Reputation Risk 


LOW / 
MODERATE 


COMPLIANCE RISKS 

DICO’s risk of loss resulting from failure to comply with all applicable legislation and directives 
including: Credit Unions and Caisses Populaires Act Risk, Management Board Directives Risk, 
Income Tax Act Risk, Human Resources Legislation Risk and other legislative risk. 
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PERFORMANCE AGAINST STRATEGIC OBJECTIVES 2007 


PERFORMANCE AGAINST PLAN 

To fulfil its statutory mandate, DICO established 

five key corporate objectives in its Corporate Plan: 

¢ Proactively assess and manage risk to the 
fund and depositors; 

¢ Minimize the cost of deposit insurance to 
insured institutions; 

¢ Ensure that sufficient financial reserves are 
available to protect depositors’ funds; 

¢ Maintain collaborative relationships with our 
stakeholders; and 

* Beas efficient and effective as possible. 


DICO’s Corporate Scorecard, presented below, 
indicates that progress against the majority of 
key performance indicators proceeded as 
planned for the year ended December 31, 2007. 


As a result of unexpected institutional failures, 
our fund target of 60 basis points of insured de- 
posits was not reached. The deposit insurance 
fund was at 57 basis points — 3 basis points or 
$4.4 million below target. 





KEY STRATEGIC OBJECTIVES & PERFORMANCE INDICATORS 


Proactively assess and manage risk to the Fund 


Enhance the financial soundness of the System 


Minimize the cost of deposit insurance to insured 
institutions 


Sufficient financial resources to ensure depositor 
confidence 


Deposit Insurance Reserve Fund to an interim 
target of $110.6 million by the end of 2007 


Maintain collaborative relationships with 
stakeholders 


Maintain DICO’s effectiveness and efficiency 





In its Corporate Plan for 2007 to 2009, DICO outlined its key strategic objectives for the 
period. DICO is pleased to report on its achievements of its 2007 major objectives. 


2007 PERFORMANCE AGAINST TARGETS 


¢ Managed failure of three institutions and ensured all 
depositors were protected 

¢ Risk profiles completed for all insured institutions 

¢ High-risk institutions are identified early; those meeting 
intervention criteria are placed in appropriate program 

e Assisted Ministry of Finance in drafting amendments to 
legislation and regulations 


¢ All but three insured institutions fully capitalized and 
average capital (as a % of assets) in the System 
approximates 7.3% - over 2% above the required minimum 

e Adherence to standards of sound business and financial 
practices increased to 90% 


¢ Cost of deposit insurance reduced to an average rate of 
$0.97 per $1,000 of insured deposits compared to $.98 
in 2006 


¢ Loan guarantee of $150 million in place until 2008 
¢ Ontario Financing Authority managing Deposit Insurance 
Reserve Fund and increasing fund returns 


¢ Fund $105.3 million at the end of 2007 
¢ Gross Insurance losses amounted to $10.8 million 
before recoveries 


e Protocols and memoranda of understanding have been 
maintained with the Minister of Finance, FSCO, La 
Fédération and LAlliance des caisses populaires 

¢ Advisory and ad-hoc committees provide industry input 


¢ Enterprise Risk Management process continually 
improved 
¢ Net operating expenses 7% below plan 
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2008 - BALANCED ScorEcARD OVERVIEW 


Due to the anticipated change in DICO’s role when amendments to the Credit Unions and Caisses 
Populaires Act are proclaimed DICO has defined four strategic objectives for 2008. The charts 
indicate the key strategic and performance indicators for each strategic objective. 


STRATEGIC OBJECTIVE: PROACTIVE AND BALANCED RISK-BASED REGULATION AND RISK MANAGEMENT 
MEASURE/TARGET: Compliance with the regulations (capital, liquidity, sound business and financial practices) 


KEY STRATEGIES KEY PERFORMANCE INDICATORS (MEASURE/TARGET) 


1.1 Effective Risk Assessment (monitoring and Identification of all high-risk institutions within 90 days of 
examinations) reporting / examination 


1.2 Utilize the terms and conditions of the Policy of 


Deposit Insurance to manage insurance risks TUNIS SEU: 


All insured institutions that meet defined risk-based criteria 
assigned to appropriate program 

Improved risk rating of institutions in Watch List or Supervision 
(Graduation from programs) 


1.3 Appropriate intervention 


Maintaining Public Confidence 
1.4 Effective failure resolution Protection of Depositors 
Net cost to DIRF 


: Pele kee Depositors paid according to entitlement within 30 days 
ao Depos!tor payout ana tquidattons Maximize recovery of assets of institutions in liquidation 


1.6 Compliance with standards of Sound 


100% compliance or, if non-compliant, under intervention program 
Business and Financial Practices (By-law #5) : P P gee 
New risk-based equitable DPS 

Approval of new DPS by government 

Effective Consultation Process 


1.7 Develop a new Differential Premium System 
(DPS) 


1.8 Develop and publish regulatory guidelines and 


Compliance with guidelines and standards 
standards 


1.9 Collection and publication of information All user needs satisfied 


STRATEGIC OBJECTIVE: SOUND CORPORATE GOVERNANCE 
MEASURE/TARGET: Successful completion of Business Plan and compliance with relevant Statutes 


KEY STRATEGIES KEY PERFORMANCE INDICATORS (MEASURE/TARGET) 


Compliance with DICO’s policies and procedures 
2.1 Sound governance of DICO Compliance with the Act, Management Board Secretariat 
(MBS) and government directives 


ean Identification and management of all material risks 
2.2 Framework for Enterprise Risk Management Appropriate allocation of resources 
DIRF within approved target 


2.3 Adequate Deposit Insurance Reserve Fund (DIRF) Risk level (preservation of capital), liquidity (within requirements), 
return (in excess of benchmark) 
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2.4 Maintain appropriate contingency financing 
arrangements (Government Guarantee, Line of Credit) 


Adequate Liquidity to manage various failure scenarios 







Reliable and effective IT support in place for all major corporate 
2.5 Information Technology (IT) Strategy operations 
Less than 2% downtime 









Effective: Corporate Plan; Balanced Scorecard; Annual Report: 
2.6 Planning and Accountability Annual Meeting 
Stakeholder feedback 













Number of complaints 


2.7 Establish Ombudsman function All Complaints Resolved 
















HR Strategy in place 
Employee Satisfaction (above benchmark) 
Training and Development 

Succession Plan 


2.8 Revised Comprehensive Human Resources (HR) 
Strategy 















STRATEGIC OBJECTIVE: EFFECTIVE PUBLIC & STAKEHOLDER AWARENESS 
MEASURE/TARGET: Level of Transparency and Accessibility of all appropriate information 






KEY STRATEGIES KEY PERFORMANCE INDICATORS (MEASURE/TARGET) 






3.1 Comprehensive Website: Information for ¢ Ready access to all appropriate information about DICO’s 
depositors and public information for insured operations 


institutions and other stakeholders ¢ User survey 







* Ready access to appropriate information (response rate 100% 


3.2 Maintain toll-free telephone access within service standards) 







* Informative brochures and Quick Reference Guides (measured 
by further enquiries) 





3.3 “Point of Sale” information 







¢ Implementation of Communications Plan 
e Survey results 






3.4 Communications 








STRATEGIC OBJECTIVE: STRONG PARTNERSHIPS 
MEASURE/TARGET: Partners’ (Stakeholders and DICO) satisfaction as measured by direct feedback 









KEY STRATEGIES KEY PERFORMANCE INDICATORS (MEASURE/TARGET) 





4.1 Strategic alliances with the Ministry, La Fédéra- 
tion, LAlliance, Central One, Regulators — FSCO, 
FINTRAC, OSFI 






¢ Effective working relationships (feedback from strategic 
alliance partners) 













Annual Meeting 
4.2 Stakeholder Consultations * Awareness of stakeholder issues and support for DICO’s 
initiatives 













4.3 Interprovincial, national and international 
networks 







¢ Shared expertise and effective working relationships 





4.4 External experts and other professionals ¢ Adequacy of potentially required external resources 
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FINANCIAL OVERVIEW 


The following analysis provides a review of the Corporation’s financial performance for 2007 focus- 
ing on the Consolidated Statement of Operations and Changes in the Deposit Insurance Reserve 
Fund. Management’s Discussion and Analysis (MD&A) should be read in conjunction with the Cor- 


poration’s Consolidated Financial Statements and related notes for the year ended December 31, 
2007. 


2007 CONSOLIDATED FINANCIAL OVERVIEW 


Effective January 2005, DICO adopted the Canadian Institute of Chartered Accountants’ “CICA” 
Accounting Guideline 15 on the consolidation of variable interest entities “VIEs”. For 2007 the 
consolidated financial statements combined DICO’s results and those of seven institutions in liqui- 
dation that met the VIE criteria for consolidation, after the elimination of inter-company transac- 
tions and balances. Details of this accounting policy are provided in Note 1(B) of the Notes to the 
Consolidated Financial Statements. 


The impact of the VIE consolidation on DICO’s financial statements as at December 31, 2007 
(after elimination of inter-company transactions) is a net increase in total assets of $8 million and 
an increase in liabilities of $9 million. The statement of operations also reflects an increase in other 
income of $0.4 million and an increase in operating expenses of $1.2 million. The net impact on 
DICO’s Deposit Insurance Reserve Fund (DIRF) is a reduction of $0.9 million. 


SELECTED CONSOLIDATED FINANCIAL AND OTHER HIGHLIGHTS: 


For the year ended December 31 
(in thousands $) 

DIRF as % of System Insured Deposits 0.50% 

a 


Recovery of insurance losses Patan sy 


*For comparative purposes, 2007 Target Included VIE operations 













$ 
8 












DEPOSIT INSURANCE RESERVE FUND (DIRF) 

The Deposit Insurance Reserve Fund increased by $5.3 million (5%) during 2007 to reach 
$105.3 million at the end of the year, which represents 57 basis points of the system’s insured 
deposits. In 2007, total income amounted to $22.9 million, against net operating expenses of 
$7.0 million and a net provision for insurance losses of $10.6 million, resulting in a net gain for 
the year of $5.3 million. The increase in DIRE, compared to target, was primarily attributable to 
an increase in investment income and tight control of operating expenses, which were offset by 
a significant increase in new provisions for insurance losses of $10.8 million. 
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The DIRF was below the target of $109.7 million OTHER INCOME 
by $4.4 million mainly due to the new insurance — Other income for the year increased by $1.3 million, 


loss provisions of $10.8 million, compared to a ot 30%, from 2006. Interest earned from cash 
forecast of $5 million. This variance was due to —_ and investments totalled $5.4 million (including 
the failure of five institutions, four of which $0.4 million due to the consolidation of VIEs) 
have been placed in liquidation and one institu- and other miscellaneous income of $28 thousand. 
tion which is under supervision. The increase is due primarily to higher cash and 


investment balances and higher average yields 

earned during the year. The Ontario Financing 
DEPOSIT INSURANCE RESERVE FUND Authority (OFA) manages the Corporation’s in- 
i vestment portfolio under an investment manage- 
ment agreement. The portfolio is invested in 
100% money market securities and yielded 
4.55% for the twelve months of 2007 (4.09% in 
2006). 


$ Millions 
Percentage 


PROVISION FOR DEPOSIT INSURANCE LOSSES 
The increase in the provision for insurance losses 


for 2007 was $10.8 million, compared to $0.5 million 


last year. This increase was due to the new insur- 





BM DIRF in $Millions 
mam DIRF as % of insured deposits 


ance loss provisions for four of the five institu- 
tions placed into liquidation and one institution 
placed under supervision during the year. 
PREMIUM INCOME 

Premium income for the year increased by 
$0.57 million, or 3%, to $17.4 million. This 


increase was due to growth in insured deposits 


OPERATING EXPENSES 


Gross operating expenses for 2007 totalled 

$7.0 million, an increase of $1.2 million com- 

(3.4%) partially offset by marginally lower risk ee So ta eo ae ae 
se : : ‘ increase was due to the consolidation of VIEs 

profiles in the system. The average premium rate 

in 2007 was $0.97 per thousand of insured de- 


posits ($0.98 in 2006). 


expenses of $1.2 million. DICO’s operating 
expenses before the consolidation were $5.7 million, 
$0.3 million below the target for the year of 


Differential premium rates in effect for 2007 ge 


remained unchanged from 2006. Premiums are 
based on the total amount of insured deposits 
held by insured institutions as of their fiscal year 


ends, calculated in accordance with the 
Differential Premium Risk Classification System DICO'S CREATING EXPENSES 


as defined by the Regulation. 
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SUMMARY REVIEW OF CONSOLIDATED STATEMENT OF 
FINANCIAL POSITION 
Total consolidated assets increased by $20.3 million 
ot 18% from last year to $131.0 million at 
December 31, 2007. Combined cash and invest- 
ments increased by $12.2 million; loans receiv- 
able (net of allowances) of the VIEs increased 


> 


by $6.9 million; combined premiums and other 
receivables increased by $0.6 million; and capital 
assets (net of accumulated depreciation) in- 
creased by $0.6 million. 


Total consolidated liabilities increased by 

$14.8 million, or 138%, from last year to 

$25.5 million. The most significant increases are 
the membership shares of $0.7 million and de- 
posits of $12.5 million consolidated from the 
VIEs (total of seven institutions in liquidation). 


CASH AND INVESTMENTS 

With the adoption of the new accounting stan- 
dards related to financial instruments effective 
January 1, 2007, all investments are classified as 
“available-for-sale’’, and are measured at fair 
market value with unrealized gains and losses 
recorded in the consolidated statement of com- 
prehensive income until the investment ts sold. 
As at December 31, 2007, cash and investments 
totalled $119.4 million compared with $107.2 million 
last year, an increase of $12.2 million of which 
$5.1 million cash was the increase from VIE 
consolidation. The Corporation’s investment 
portfolio showed a weighted average effective 
yleld of 4.01% as at December 31, 2007, com- 
pared to 4.20% at the end of last year. All invest- 
ments are highly liquid, fixed rate contracts and 
are R1 Mid or better on the DBRS scale. The 
portfolio does not have any exposure to the 
Asset-Backed Commercial Paper market. 


DICO’s investment policy is to invest in shorter 
term, low-risk, securities in order to meet its 
possible liquidity needs in the event of an insti- 
tutional failure, and to comply with the require- 
ments of both the Income Tax Act and 
Regulation 78/95 of the Credit Unions and Carsses 
Populares Act, 1994. 


CONSOLIDATED CASH AND INVESTMENTS 
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LOANS 

When institutions are placed in liquidation and 
DICO is appointed as liquidator, DICO has the 
obligation to realize on the assets of the estate 
of each institution. One of the major compo- 
nents of the assets of these institutions 1s loans. 
As of December 31, 2007, consolidated loans 
(net of allowances $5.7 million) amounted to 
$7.2 million. A total of five new institutions were 
placed in liquidation during 2007. The general 
process for determining the loan allowances by 
institution’s management is through identifica- 
tion and determination of losses related to spe- 
cific loan portfolios. It inherently requires the 
use of management’s best judgements and esti- 
mates. 


ACCRUAL FOR DEPOSIT INSURANCE LOSSES 
The accrual for deposit insurance losses includes 


both provisions for specific losses and a general 
accrual for losses. After consolidating the VIEs 
in liquidation, the accrued deposit insurance 
losses as of December 31, 2007 were $5.8 million. 
This amount includes a specific provision of 
$2.5 million for an institution under supervision 
and $1.5 million for institutions in liquidation. A 
general accrual for losses of $1.75 million, which 
reflects management’s best estimate of losses on 
insured deposits arising from the inherent risk in 


insured institutions, was also recorded. 
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MANAGEMENT'S RESPONSIBILITY 


The Deposit Insurance Corporation of On- 
tario's management ts responsible for the in- 
tegrity and fair presentation of the financial 
statements included in the annual report. The fi- 
nancial statements have been prepared in accor- 
dance with Canadian generally accepted 
accounting principles. 


The Corporation maintains systems of internal 
accounting controls of high quality consistent 
with reasonable cost. Such systems are designed 
to provide reasonable assurance that the finan- 
cial information ts accurate and reliable and that 
company assets and liabilities are adequately ac- 
counted for and assets safeguarded. 


The consolidated financial statements have been 
reviewed by the Corporation's Audit and Fi- 
nance Committee and have been approved by its 
Board of Directors. In addition, the financial 
statements have been examined by 


KPMG LLP, the auditors, whose report follows. 


Andy Poprawa, CA 
President ¢ CEO 


ad 


James Maxwell 
Chief Administrative 
and Financial Officer 


Toronto, Canada 
January 25, 2008 


Aupitors' REPORT 


aa 


KPMG LEP 


To the Board of Directors of 
Deposit Insurance Corporation of Ontario 


We have audited the Consolidated Statement of 
Financial Position of Deposit Insurance Corpo- 
ration of Ontario as at December 31, 2007 and 
the Consolidated Statements of Operations and 
Changes in the Deposit Insurance Reserve 
Fund, Comprehensive Income and Cash Flows 
for the year then ended. These financial state- 
ments are the responsibility of the Corporation’s 
management. Our responsibility is to express an 
opinion on these financial statements based on 
our audit. 


We conducted our audit in accordance with 
Canadian generally accepted auditing standards. 
Those standards require that we plan and per- 
form an audit to obtain reasonable assurance 
whether the financial statements are free of ma- 
terial misstatement. An audit includes examining, 
on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An 
audit also includes assessing the accounting prin- 
ciples used and significant estimates made by 
management, as well as evaluating the overall fi- 
nancial statement presentation. 


In our opinion, these consolidated financial 
statements present fairly, in all material respects, 
the financial position of the Corporation as at 
December 31, 2007 and the results of its opera- 
tions and its cash flows for the year then ended 
in accordance with Canadian generally accepted 


accounting principles. 


Kha gG 40 
Ae 


Chartered Accountants, Licensed Public Accountants 


Toronto, Canada 


January 25, 2008 
QQ Deposit Insurance Corporation of Ontario 


Deposit Insurance Corporation of Ontario 


CONSOLIDATED STATEMENT OF FINANCIAL PosiTION 


December 31, 2007, with comparative figures for 2006 (in thousands of dollars) 


eC 
2 




















2007 2006 

Assets i 
Cash and short-term investments (note 2) $ 9,376 $ 24,599 
Investments (note 3) 110,011 82,637 
Loans (net of allowance of $5,746 (2006 - $1,642)) (note 4) 7,161 307 
Premiums receivable 2,965 22590 
Interest and other receivables 631 B15 
Capital assets (net of accumulated amortization 

of $3,619 (2006 - $3,405)) 851 Age) 
Total Assets $130,995 $110,687 
Liabilities 
Payables and accruals $ 3,239 $ 2,940 
Member shares and deposits of 

institutions in liquidation (note 5) 13,324 116 
Deferred premium income 3,079 Deol 
Accrual for deposit insurance losses (note 6) 5,826 Eel 
Total Liabilities 25,468 10,667 
Equity 
Deposit insurance reserve fund 105,308 100,020 
Accumulated other comprehensive income a ee 
Total Equity 105,527 -* 100,020 
Total Liabilities and Equity $130,995 $110,687 


Lease Commitments (note 7) 
Contingencies (note 12) 


See accompanying notes to consolidated financial statements. 


On behalf of the Board: 


Director 


ku Nachel Director 
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Deposit Insurance Corporation of Ontario 


CONSOLIDATED STATEMENT OF OPERATIONS AND CHANGES IN THE DEPOSIT INSURANCE RESERVE FUND 


Year ended December 31, 2007, with comparative figures for 2006 (in thousands of dollars) 


Income 


Premium income 


Other income 


Expenses 


Provision for losses 

Salaries and benefits 

Operating expenses - DICO 

Operating expenses - credit unions in liquidation 


Recovery of operating expenses 


Excess of income over expenses 


Deposit Insurance Reserve Fund, 


beginning of year 


Deposit Insurance Reserve Fund, 


end of year 


See accompanying notes to consolidated financial statements. 


2007 





$ 17,414 
5,448 


2006 





$ 16,845 
4.177 








22,862 


Diniee 








10,604 
3,686 
2,057 
1,282 

(55) 


288 
Spoils 
ZOL5 

DESKS 

(57) 








17,574 


6,006 








5,288 


100,020 


T3016 


85,004 








$ 105,308 


$100,020 


QO —— Deposit Insurance Corporation of Ontario 


Deposit Insurance Corporation of Ontario 


CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME 


Year ended December 31, 2007, with comparative figures for 2006 (in thousands of dollars) 


Se ————— 














2007 
Excess of income over expenses $ 5,288 
Other comprehensive income: 
Unrealized gains (losses) on available-for-sale 
investments arising during the year (6) 
Comprehensive income $_5,282 


Statement of Accumulated Other Comprehensive Income 


Year ended December 31, 2007, with comparative figures for 2006 











2007 

Accumulated other comprehensive income, 

beginning of year (note 3) $ 225 
Sale of available-for-sale investment from opening balance 

of accumulated other comprehensive income (225) 
Unrealized gains and losses on available-for-sale 

investments arising during the year 219 : 
Net change during the year (6) 
Accumulated other comprehensive income, end of year $ 219 


See accompanying notes to consolidated financial statements. 


2006 
$ 15,016 


$ 15,016 





2006 
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Deposit Insurance Corporation of Ontario 


CONSOLIDATED STATEMENT OF CASH FLOWS 


Year ended December 31, 2007, with comparative figures for 2006 (in thousands of dollars) 
























































2007. 2006S 
Cash received from (applied to) 
Operations 
Excess of income over expenses $ 5,288 $ 15,016 
Items charged to operations not affecting cash 
Provision for losses 10,604 288 
Loss (gain) on disposal of capital assets 3 (4) 
Unrealized loss (gain) on available-for-sale 
investments arising during the year 219 - 
Amortization 152 118 
Acquisitions of capital assets of institutions in liquidation (83) Je Gases 
16,183 — 15,418 
Changes in 
Loans (6,880) 38 
Premiums receivable (375) 18 
Interest and other receivables (316) (165) 
Payables and accruals 299 853 
Membership shares and deposits of institutions in liquidation 13,208 (578) 
Deferred premium income 258 49 
6,194 oe 5 
Changes in cash balances of institutions in liquidation (9,547) 576 
Net advances by deposit insurer 9,580 is 
Net deposit insurance advances (note 6) (9,575) (1,060) 
(9,542) (369) 
12,835 15,264 
Investing activities | 
Purchase of investments (110,011) (82,637) 
Proceeds on sale of investments 82,637 88,289 
Purchase of capital assets (687) (163) 
Proceeds on sale of capital assets he 3 ate 
(28,058) et 
Increase (decrease) in cash position during the year (15,223) 20,761 
Cash position, beginning of year 24,599 255985372 





Cash position, end of year 


$9,376 $ 24,599 


Supplementary cash flow information: 


Loan guarantee fee paid during the year $ 8 $ [4 
Interest received during the year $ 5,350 $ 4,069 


Cash position is defined as cash and short-term investments less any borrowings (note 2) 


See accompanying notes to consolidated financial statements. 
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Deposit Insurance Corporation of Ontario 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


YEAR ENDED DECEMBER 31, 2007 
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GENERAL 


Deposit Insurance Corporation of Ontario 
(DICO” or “the Corporation”) is an "Opeta- 
tional Enterprise" Agency of the Province of 
Ontario established without share capital under 
the provisions of the Credit Unions and Caisses 
Populaires Act, 1994 (“the Act’). 


The statutory objects of the Corporation under 

the Act até to: 

* provide deposit insurance to depositors of 
member institutions; 

* act as stabilization authority for the credit 
union and caisse populaire system; 

* promote standards of sound business and fi- 
nancial practices; 

* collect and publish statistics; 

* provide financial assistance to member insti- 
tutions; 

* act as administrator of member institutions; 

* minimize deposit insurance risk and size of 
claims. 


On May 18, 2007 Bill 187 which included 
amendments to the Act that will revise the Cor- 
poration’s mandate and its responsibilities re- 
ceived Royal Assent. The amendments are 
expected to be proclaimed in 2008. 


The Act empowers the Corporation to assess its 
member institutions deposit insurance premiums 
to meet the Corporation's requirements for in- 
surance funding and administrative costs. The 
Corporation establishes its premium rates annu- 
ally. They are approved by the Government of 
Ontario and incorporated into the regulations 
through appropriate amendments as necessary. 


Any borrowings of the Corporation are guaran- 
teed by a Minister of Finance's guarantee on be- 
half of the Province of Ontario. The guarantee 
is for a maximum of $150 million and continues 
until December 31, 2008. In addition to a guar- 
antee fee of one-half of one per cent of the av- 


erage end of day balance outstanding of any 
debt obligation subject to the Minister's euaran- 
tee, the Province of Ontario charges a fee of 5 
basis points on the unused portion of any credit 
facility guaranteed for the period ending Decem- 
ber 31 of each year during which the guarantee is 
in effect. The Corporation has in place a revolv- 
ing credit facility with a Canadian chartered bank 
in the amount of $10 million, approved by the 
Ontario Financing Authority which administers 
the Minister's guarantee. The standby fee charged 
by the Chartered bank is 3 basis points on aver- 
age unused portion of the credit facility, payable 
in arrears quarterly. 


1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
The accompanying Consolidated Financial State- 
ments have been prepared in accordance with 
Canadian generally accepted accounting princi- 
ples “GAAP”. To facilitate a better understand- 
ing of our consolidated financial statements, the 
Corporation has disclosed its significant account- 
ing policies as summarized below. 


(A)BASIS OF CONSOLIDATION: 

These consolidated financial statements include 
the assets and liabilities and results of operations 
of all variable interest entities “VIEs” where the 
Corporation is the primary beneficiary after elimi- 
nation of inter-company transactions and balances. 


(B) FINANCIAL INSTRUMENTS: 

Changes in accounting policy: 

On January 1, 2007 the Corporation adopted the 
new financial instruments accounting standards 
that were issued by the Canadian Institute of 
Chartered Accountants “CICA”. They include 
Handbook Section 1530, Comprehensive In- 
come, and Handbook Section 3855, Financial In- 
struments - Recognition and Measurement. This 
change in accounting policy requires that we 
present a Consolidated Statement of Compre- 
hensive Income, which is comprised of the ex- 
cess of income over expenses and changes in 
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unrealized gains or losses related to available- 
for-sale investments. This change in accounting 
policy is applied on a prospective basis with no 
restatement of prior year. 


(C) VARIABLE INTEREST ENTITIES: 

In 2005, the Corporation adopted the accounting 
culdeline on the consolidation of VIEs. VIEs 1n- 
clude entities in which the equity investors do not 
have a controlling financial interest or the equity 
investment at risk is not sufficient to permit the 
entity to finance its activities without additional 
subordinated financial support by other parties. 
AcG-15 requires the consolidation of a VIE by 
its primary beneficiary defined as the party that 
receives the majority of expected residual returns 
and/or that absorbs the majority of the entity’s 
expected losses. As liquidator of the estates of 
credit unions in liquidation, it has been deter- 
mined that these rules require the Corporation to 
consolidate credit unions in liquidation if claims 
by DICO against the estate represent more than 
50% of the total liabilities of the credit unions 
during the year. The assets and liabilities of the 
credit unions which meet the criteria for consoli- 
dation were recorded in the Corporation’s books 


at their respective fair values as of December 31, 
2007 and 2006. 


(D) PREMIUM INCOME: 

Premiums are based on a Differential Premium 
Risk Classification System as defined by regula- 
tion applied to insured deposits held by member 
institutions. Premium income is calculated based 
on the Annual Member Institution Return sub- 
mitted by the member institution, which is due 
75 days after its fiscal year end. Premium income 
is recognized when earned. 


(E) PROVISION FOR LOSSES: 

The provision for losses includes allowances 
against deposit insurance advances to member 
institutions in liquidation and an accrual for 
losses for which advances have not been made at 
the date of the Consolidated Statement of Fi- 
nancial Position. 


Funds advanced in respect of deposit insurance 
and loans to member institutions are initially 


recorded at cost. Deposit insurance advances re- 





coverable are presented on the Consolidated 
Statement of Financial Position net of al- 
lowances thereon. 


The accrual for deposit insurance losses includes 
both provisions for specific losses and a general 
accrual for losses. Specific provisions for losses 
in respect of insured deposits are estimated by 
management and recorded when conditions 
exist, in management’s opinion, that will likely 
result in losses to the Corporation. 


The general accrual for losses reflects manage- 
ment's best estimate of losses on insured de- 
posits arising from the inherent risk in member 
institutions. The provision is established by as- 
sessing the ageregate risk in member institutions 
based on current market and economic condi- 
tions, the likelihood of losses and the applica- 
tion of historic loss experience. Future 
economic conditions are not predictable with 
certainty and actual losses may vary, perhaps 
substantially, from management's estimates. 


(F) PENSION BENEFITS: 

Pension benefits include a defined contribution 
pension plan covering all of its regular, non-con- 
tractual employees as well as supplemental 
arrangements, which provide pension benefits in 
excess of registered pension plan limits. Earn- 
ings are charged with the cost of pension bene- 
fits earned by employees as service is rendered. 
Pension expense is determined by a fixed per- 
centage of the employees' income plus the 
matching of the employees' contribution to a 
maximum of 4%. The Corporation assumes no 
actuarial or investment risk. 


(G) FUTURE NON-PENSION POST-RETIREMENT BENEFITS: 

Future non-pension post-retirement benefits re- 
late to the Corporation's extended health, dental 
and life benefits for both active employees for 
whom a full eligibility date was determined and 
existing qualified retirees. The Corporation ac- 
crues obligations under these plans as the em- 
ployees render the service necessary to earn the 
future benefits. The accrued benefits obligation 
is actuarially determined using the projected 
benefit method prorated on service. Cumulative 
gains and losses in excess of the accrued benefit 
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obligation at the beginning of the year are amor- 
tized over the expected average remaining serv- 
ice of active members. 


(H) INVESTMENTS: 

Investments are classified, based on manage- 
ment’s intentions, as available for sale. They are 
measured at fair value with unrealized gains and 
losses recorded in other comprehensive income 
until realized or sold. Interest earned is calcu- 
lated using the effective interest rate. 


(Il) CAPITAL ASSETS: 

Capital assets are recorded at cost less accumu- 
lated amortization. Amortization of furniture and 
equipment is provided by the diminishing-balance 
method at the rate of 20 per cent per annum. 
Computer and related equipment and software 
are amortized over three years on a straight-line 
basis. Leasehold improvements are amortized on 
a straight-line basis over the term of the lease. 


(J) INCOME TAXES: 

The Corporation uses the asset and liability 
method of accounting for income taxes. Under 
the asset and liability method, future tax assets 
and liabilities are recognized for the future tax 
consequences attributable to differences be- 
tween the financial statement carrying amounts 
of existing assets and liabilities and their respec- 
tive tax bases. Future tax assets and liabilities are 
measured using enacted or substantively enacted 
tax rates expected to apply to taxable income in 
the years in which those temporary differences 
are expected to be recovered or settled. The ef- 
fect on future tax assets and liabilities of a 
change in tax rates is recognized in income in 
the period that includes the date of enactment 
or substantive enactment. 


2. CASH AND SHORT-TERM INVESTMENTS 


December 31, 2007 December 31, 2006 


Weighted | Weighted Weighted | Weighted 
Average | Average Average | Average 
Days to  (thousands)| Effective | Days to 
Maturity Maturity 








- $22,984 | 4.35% 


763 


Ee 
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$24,599 








The short-term investments have a term to ma- 
turity of less than 90 days on the date of pur- 
chase. All investments are highly liquid fixed rate 
contracts. 


3. INVESTMENTS 

On January 1, 2007, the Corporation adopted 
the CICA’s new accounting requirements for fi- 
nancial instruments. The investments ate finan- 
cial instruments and, as such, classified as 
available-for-sale and are measured at fair value 
with unrealized gains and losses recorded in 
Consolidated Statement of Comprehensive In- 
come until the investment is sold. On January 1, 
2007, the investments were measured at fair 
value, as appropriate. A net unrealized gain of 
$225 thousand was recorded in Opening accumu- 
lated other comprehensive income on available- 
for-sale investments. 


Investments have terms to maturity of 90 days 
or greater on the date of purchase. They have a 
weighted-average yield of 4.01% (2006: 4.20%). 
In compliance with the Corporation's investment 
policy and relevant statutes, all investments are 
highly liquid fixed rate contracts and are RI MID 
or better on the DBRS scale. 





December 31,2007 December 31, 2006 


























‘Weighted Weighted Weighted Weighted 
Amount Average Average Amount Average Average 
(thousands) Effective Days to (thousands) Effective Days to 
| Yield Maturity — Yield — Maturity 
‘Treasury Bills - Canada $ 72,884 3.83% 94 $61,587 4.16% 95 
Bankers’ acceptances/ ed ‘a haedireccnt 
Deposit Notes 37,127| 4.63% 53 12,253 | 4.31% 31 
Structured Securities - | geeeee es) -0,/97°| 4.36%) 36 
Total $110,011 4.01% 80 $82,637 4.20% 75 


nancing Authority to manage its investment 
portfolio. The composition of DICO's invest- 
ments reflects the nature of the Corporation's 
potential insurance obligations and is structured 
to comply with the requirements under both the 
Income Tax Act and Regulation 78/95 of the 
Credit Unions and Caisses Populaires Act, 1994. 


4. LOANS (NET OF ALLOWANCE) 
Loans (net of allowance) of $7,161,000 (2006 - 
$307,000) are comprised of loans of the estates 


of credit unions in liquidation of $ 7,115,000 
(2006 - $235,000) as a result of the consolidation 


of these estates being treated as variable interest 
entities and residual loans of $46,000 (2006 - 
$72,000) purchased by DICO from the estates 
of credit unions in order to complete the liqui- 
dation. 


The ageregate allowance of $5,746,000 (2006 - 
$1,642,000) for impaired loans was established 
by the management of credit unions now in liq- 
uidation based on their own analysis or based on 
an independent contracted advisor’s recommen- 
dation prior to DICO’s appointment as liquida- 
tor. DICO has accepted the allowances as 
established. Any subsequent adjustments to the 
allowance are recorded as adjustments to 
DICO’s provision for losses. A total of 5 new 
institutions were placed in liquidation during 
2007. The general process for determining the 
loan allowances by institution’s management is 
through identification and determination of 
losses related to specific loan portfolios. It inher- 
ently requires the use of management’s best 
judgemens and estimates. The liquidator uses the 
proceeds of the realized assets of each estate, 
supplemented as necessary by advances from 
DICO, to pay all creditors of the estate. The bal- 
ance of realization proceeds are used to firstly 
repay DICO’s advances and thereafter are dis- 
tributed on a pro-rata basis to the members of 
the estate. 


5. MEMBER SHARES AND DEPOSITS OF INSTITUTIONS 
IN LIQUIDATION 


Member shares and deposits of institutions in 
liquidation of $13,324,000 (2006 - $116,000) are 
comprised of $778,000 (2006 - $103,000) in 
member shares and $12,546,000 (2006 - $13,000) 
in deposits. DICO has an obligation to insure 
the amounts on deposit up to the prescribed 
amounts. DICO has no obligation to insure 
member shares but as liquidator has the respon- 
sibility to distribute any residual funds to mem- 
bers once the liquidation is complete. 


6. ACCRUAL FOR DEPOSIT INSURANCE LOSSES 

The provision for losses includes specific provi- 
sions for known or likely losses from specific 
member institutions not included in their finan- 


cial statements and a general accrual for losses 


not identified with specific institutions. That por- 
tion of the provision for losses recorded in the 
year and in previous years which has not yet re- 
quired payment by the Corporation is shown in 
liabilities on the Consolidated Statement of Fi- 
nancial Position as "Accrual for deposit insur- 
ance losses". 











| 2007 | 2006 
| | (thousands) 
Accrual for deposit insurance losses, $ 4,790 $ 4.861 
beginning of year Jit apie Se 
Increase in accrual for current year's 10,800 500 
deposit insurance losses a -”.:.l,l( lr 
Decrease in accrual for prior year's (196) (212) 
depositinsurance losses iets 
(Decrease) Increase in deposit insurance ad- | 

(26) 10 
vances recoverable pl 
Accrual for deposit insurance losses, (5,826) (4,790) 
endotyear [ene ae aad 
Net deposit insurance advances $ 9,542 $ 369 | 


The general accrual for losses included in "Ac- 
crual for deposit insurance losses" amounted to 
$1,750,000 (2006 - $1,750,000) and is calculated 
in accordance with the methodology as described 
in note 1(B). 


7. LEASE COMMITMENTS 

The operating lease for the Corporation’s re- 
duced premises has been renewed commencing 
August 6, 2007 and ending August 5, 2017. The 
terms of the lease waive basic rent for the first 
twelve months. The aggregate lease obligations 
under the new lease are allocated over the term 
of the lease on a straight-line basis. Future mini- 
mum rents for the next 10 years are summarized 
as follows: 


Annual rent 
Years pert annum 
Aug 6, 2007 — Aug 5, 2008 $ 0) 


Aug 6, 2008 — Aug 5, 2010 $ 187,000 
Aug 6, 2010 — Aug 5, 2012 $ 206,000 
Aug 6, 2012 — Aug 5, 2017 $ 218,000 


In addition, the Corporation is required to pay 
property taxes and common area maintenance 
costs which are currently approximately $250,000 
per annum. 


(25 SO Deposit Insurance Corporation of Ontario 


8. INCOME TAXES 
The Corporation is subject to income taxes on 
its income as defined under the Income Tax Act. 


It has accumulated losses for income tax pur- 
poses of $21,535,000. They expire as follows: 


Originating Expiring Amount 
Taxation Year Taxation Year (thousands) 
2001 2008 $ 4,191 — 
2002 2009 5,161 
2003 2010 4,124 
2004 2014 SEDO 
2005 2015 2,833 
2006 2026 sO 
2007 2027 334 
$ 21,535 


The Corporation has determined that realization 
of the future income tax assets does not meet 
the more-likely-than-not criterion for recogni- 
tion and, therefore, a valuation allowance has 
been recorded against future income tax assets. 


9. PENSION PLAN 

The Corporation operates a defined contribu- 
tion pension plan for its employees. The pension 
expense which included supplemental pension 
expenses charged to income for 2007 was 


$331,000 (2006 - $310,000). 


10. FUTURE NON-PENSION POST-RETIREMENT BENEFITS 
The Corporation accounts for the current value 
of future non-pension post-retirement benefits. 
The accrued benefit liability as at December 31, 
2007, as actuarially determined, is $1,284,000 
(2006 - $1,122,000). Current service costs, in- 
cluding interest, were $198,000 (2006 - 
$194,000). Actuarial valuation for the Corpora- 
tion’s plan is required every three years. The 
most recent actuarial valuation was conducted as 
of September 30, 2005 and the date of the next 
required valuation is September 30, 2008. 


The assumptions used in the actuarial valuation 
of the future benefits obligations consisted of: 
interest rate of 5.5% (2006 - 5.25%), rate of 
compensation increase of 3.5% (2006 — 3.5%) 
and initial weighted average trend rate in health 
and dental costs of 5.8% (2006 — 6.0%), grading 
down to 5% per annum by 2016. The Corpora- 


tlon measures its accrued benefit obligations as 
at September 30 of each year. 


RECONCILIATION OF ACCRUED FISCAL YEAR ENDING FISCAL YEAR ENDING 


| BENEFIT OBLIGATION TO THE DECEMBER 31, 2007 DECEMBER 31, 2006 
ACCRUED BENEFIT LIABILITY (THOUSANDS) (THOUSANDS) 
‘Accrued benefit obligation $1 901 si $ 1,868 
es contributions during (3) (10) 
linamnortzed net thal loss fe (608) ; (736) 
‘Accrued benefit liability esi) $ 1.102 





FISCAL YEAR ENDING FISCAL YEAR ENDING 


satis odemehl _ DECEMBER 31, 2007 DECEMBER 31, 2006 


OBLIGATIONS 




















| __ (THOUSANDS) (THOUSANDS) 
Balance beginning of the year $1,868 Saat $ 1,755 
Current service cost _ pie 56 7 | 53 . 
Interestcot = ti OOtC~S 94 
Actuarial loss (gain) [ a (86) > | ; 4 
Benefit payments (37) (38) 
Balance end of year $1,901 | $ 1,868 


11. DIRECTORS' EXPENSE 

During the year, the directors received an agere- 
gate remuneration of $93,000 (2006 - $83,000). 
Total directors' expenses were $46,000 (2006 - 
$35,000). The remuneration for the Chair is a 
minimum of $2,000 per month which includes a 
per diem rate of $500. The per diem rate for all 
other board members is $350 plus an annual re- 
tainer of $3,500. 


12. CONTINGENCIES 

The Corporation may be involved in various 
legal actions in the normal course of business, 
when acting in the capacity of administrator or 
liquidator. At the end of 2007 there were no ac- 
tions brought against the Corporation by third 
parties. Accordingly, no provisions have been 
made in these financial statements. 


13. FAIR VALUE DISCLOSURE 

The fair value of financial assets and liabilities 
which include cash and short-term investments, 
investments, loans, premiums receivable, interest 
and other receivables, payables and accruals, 
member shares and deposits approximate their 
carrying amounts. The fair value of accrual for 
deposit insurance losses has not been deter- 
mined because it is not practicable to determine 
fair value with sufficient reliability. 
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14. COMPENSATION 
The following information is furnished in com- 
pliance with the Public Sector Salary Disclosure 


Act, 1996. 
Employee Position held ‘Compensation Taxable 
| benefits* — 
Brydges, Barry ‘Vice President $165,350 | $8,275) 
Insurance & Risk 
Management | 
Burgman, John Chief Information — $130,392 $1,808 
Officer 7 
Dale, Richard Regional Manager, $109,500 $1,410 
Insurance & Risk 
Management 
D'Errico Tony Regional Manager, $104,869 $1,399 
Insurance & Risk 
Management 
Foster, C.William D. Vice President $166,200 $8,668 
Asset Management 
& Recoveries | 
Hutton, John Regional Manager, $107,869 | $ 1,399 
‘Insurance & Risk | 
Management 
Maxwell, James Chief Administrative $141,820 $14,847 
> & Financial Officer eG 
McLeary, Alana Regional Manager, $102,569 $ 1,399 
Insurance & Risk 
‘Management 
Poprawa, Andrew President and CEO $220,000 $7,549 
White, Michael ‘Manager, | $102,523 | $3,012 
Asset Management 
| & Recoveries 
White, Richard Manager, $106,923. «= $ 3,051. 
Policy & Research 
Yu, Winnie Manager, «$400,200 = $3,005 


Accounting & Finance 


* Includes taxable group life insurance, parking and use of company vehicle. 


15. COMPARATIVE FIGURES 


Certain comparative figures for 2006 have been 
reclassified to conform with the financial state- 
ment presentation adopted for 2007. 


QO Deposit Insurance Corporation of Ontario 


DEPOSIT INSURANCE CORPORATION OF ONTARIO’S INSURED INSTITUTIONS 


AT DECEMBER 31, 2007 


3M Employees’ (London) Credit Union Limited 

Adjala Credit Union Limited 

Air - Toronto Credit Union Limited 

Airline Financial Credit Union Limited 

All Trans Financial Services Credit Union Limited 

Alterna Savings and Credit Union Limited 

Anishinabek Nation Credit Union Inc. 

APPLE Community Credit Union Limited 

Arnstein Community Credit Union Limited 

Auto Workers Community Credit Union Limited 

Bay Credit Union Limited 

Bayshore Credit Union Ltd. 

Brewers Warehousing Employees (Hamilton) Credit Union Limited 
Brewers Warehousing Employees (Kitchener) Credit Union Limited 
Budd Automotive Employees (Kitchener) Credit Union Limited 
Buduchnist Credit Union Limited 

C.N. (London) Credit Union Limited 

C.N.R. Employees (Lakehead Terminal) Credit Union Limited 
Campbell's Employees’ (Toronto) Credit Union Limited 
Canada Sand Papers Employees’ (Plattsville) Credit Union Limited 
Canadian General Tower Employees (Galt) Credit Union Limited 
Canadian Transportation Employees’ Credit Union Ltd. 
Canal City Savings and Credit Union Limited 

Cataract Savings & Credit Union Limited 

CCB Employees’ Credit Union Limited 

City Savings & Credit Union Limited 

Communication Technologies Credit Union Limited 
Community First Credit Union Limited 

Community Saving & Credit Union Limited 

Croatian (Toronto) Credit Union Limited 

Crown Cork & Seal Employees Credit Union Limited 

Dana Canada Employees’ (Ontario) Credit Union Limited 
Desjardins Credit Union Inc. 

Domtar Newsprint Employees (Trenton) Credit Union Limited 
DUCA Financial Services Credit Union Ltd. 

Dundalk District Credit Union Limited 

Dunnville and District Credit Union Limited 

Durham Educational Employees’ Credit Union Limited 
Education Credit Union Limited 

Equity Credit Union Inc. 

Espanola & District Credit Union Limited 

Estonian (Toronto) Credit Union Limited 

ETCU Financial Credit Union Limited 

Etobicoke Aluminum Employees’ Credit Union Limited 
Federal Employees (Kingston) Credit Union Limited 
Fiberglas Employees (Guelph) Credit Union Limited 

Finnish Credit Union Limited 

FirstOntario Credit Union Limited 

Food Family Credit Union Limited 

Fort Erie Community Credit Union Limited 

Fort York Community Credit Union Limited 

Frontline Financial Credit Union Limited 


G.S.W. (Fergus) Credit Union Limited 

Ganaraska Credit Union Ltd. 

Goderich Community Credit Union Limited 

Golden Horseshoe Credit Union Limited 

Goodyear Employees (Bowmanville) Credit Union Limited 
Grey Bruce Health Services Credit Union Limited 

Hald - Nor Community Credit Union Limited 

Hamilton Community Credit Union Limited 

Hamilton Municipal Employees’ Credit Union Limited 
Hamilton Teachers’ Credit Union Limited 

Health Care Credit Union Limited 

Heritage Savings & Credit Union Inc. 

Hir-Walk Employees’ (Windsor) Credit Union Limited 
Hobart Employees’ (Owen Sound) Credit Union Limited 
Holy Angel’s & St. Anne’s Parish (St. Thomas) Credit Union Limited 
Italian Canadian Savings & Credit Union Limited 
Kawartha Credit Union Limited 

Kellogg Employees Credit Union Limited 

Kenora District Credit Union Limited 

Kingston Community Credit Union Limited 

King-York Newsmen Toronto Credit Union Limited 
Korean (Toronto) Credit Union Limited 

Korean Catholic Church Credit Union Limited 

Kraft Canada Employees’ (Cobourg) Credit Union Limited 
Krek Slovenian Credit Union Ltd. 

L.I.U.N.A. Local 183 Credit Union Limited 

Lakewood Credit Union Limited 

Lambton Financial Credit Union Limited 

Lasco Employees’ (Whitby) Credit Union Limited 
Latvian Credit Union Limited 

Lear Seating Canada Employees’ (Kitchener) Credit Union Limited 
Libro Credit Union Limited 

London Civic Employees’ Credit Union Limited 
London Diesel Employees’ Credit Union Limited 
London Fire Fighters’ Credit Union Limited 

McMaster Savings and Credit Union Limited 

Media Group Financial Credit Union Limited 

Member Savings Credit Union Limited 

MemberOne Credit Union Limited 

Mennonite Savings and Credit Union (Ontario) Limited 
Meridian Credit Union Limited 

Miracle Credit Union Ltd. 

Mitchell & District Credit Union Limited 

Moore Employees’ Credit Union Limited 

Motor City Community Credit Union Limited 
Municipal Employees (Chatham) Credit Union Limited 
Nasco Employees’ Credit Union Limited 

Northern Credit Union Limited 

Northern Lights Credit Union Limited 

Northland Savings and Credit Union Limited 
Northridge Savings & Credit Union Limited 

ONR Employees’ (North Bay) Credit Union Limited 
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Ontario Civil Service Credit Union Limited 

Ontario Educational Credit Union Limited 

Ontario Provincial Police Association Credit Union Limited 
Oregon Employees Credit Union Limited 

Oshawa Community Credit Union Limited 

Ottawa Police Credit Union Limited 

Ottawa Women’s Credit Union Limited 

Pace Savings & Credit Union Limited 

Parama Lithuanian Credit Union Limited 

Pedeco (Brockville) Credit Union Limited 

Peek Frean Employees’ (Toronto) Credit Union Limited 
PenFinancial Credit Union Limited 

Peoples Credit Union Limited 

Peterborough Community Credit Union Limited 

Polish Alliance (Brant) Credit Union Limited 

Portuguese Canadian Credit Union Limited 

Prime Financial Savings & Credit Union Limited 
Prosperity One Credit Union Limited 

Provincial Alliance Credit Union Limited 

QuintEssential Credit Union Limited 

R.B.W. Employees’ (Owen Sound) Credit Union Limited 
Railway Employees’ (Sarnia) Credit Union Limited 
Resurrection Credit Union Limited 

Rochdale Credit Union Limited 

Saugeen Community Credit Union Limited 

Scarborough Hospitals Employees’ Credit Union Limited 
Sheridan Park Credit Union Limited 

Slovenia Parishes (Toronto) Credit Union Limited 

Smiths Falls Community Credit Union Limited 

So-Use Credit Union Limited 

Southlake Regional Health Centre Employees’ Credit Union Limited 
Southwest Regional Credit Union Ltd. 

St. Mary’s (Toronto) Credit Union Limited 

St. Stanislaus-St. Casimir’s Polish Parishes Credit Union Limited 
Standard Tube Employees’ (Woodstock) Credit Union Limited 
Starnews Credit Union Limited 

State Farm (Toronto) Credit Union Limited 

Sudbury Credit Union Limited 

Sunnybrook Credit Union Limited 

Superior Credit Union Limited 

Sydenham Community Credit Union Limited 

Taiwanese - Canadian Toronto Credit Union Limited 
Talka Lithuanian Credit Union Limited 

Thamesville Community Credit Union Limited 

The Fire Department Employees Credit Union Limited 
The Police Credit Union Limited 

The Toronto Electrical Utilities Credit Union Limited 
Thorold Community Credit Union Limited 

Thunder Bay Elevators Employees’ Credit Union Limited 
Toronto Catholic Schoo! Board Employees Credit Union Limited 
Toronto Municipal Employees’ Credit Union Limited 
Twin Oak Credit Union Ltd. 

Ukrainian (St. Catharines) Credit Union Limited 
Ukrainian Credit Union Limited 

Unigasco Community Credit Union Limited 

United Communities Credit Union Limited 


United Employees Credit Union Limited 

United Ukrainian Credit Union Limited 

Unity Savings and Credit Union Limited 

Utilities Employees’ (Windsor) Credit Union Limited 
Victory Community Credit Union Limited 

Virtual One Credit Union Limited 

Wallace Barnes Employees’ Credit Union Limited 

William S. Gibson Employees’ Credit Union (Mt. Dennis) Limited 
Windsor Family Credit Union Limited 

Windsor-Essex County Catholic Parishes Credit Union Ltd. 
Your Credit Union Limited 

Your Neighbourhood Credit Union Limited 


Caisses Populaires 

Caisse populaire Azilda Inc. 

Caisse populaire Coniston Inc. 

Caisse populaire d’Alban Limitée 

Caisse populaire d’Alfred Limitée 

Caisse populaire de Bonfield Limitée 

Caisse populaire de Cochrane Limitée 
Caisse populaire de Cornwall Inc. 

Caisse populaire d’Earlton Limitée (La) 
Caisse populaire de Field Limitée (La) 
Caisse populaire de Hawkesbury Limitée 
Caisse populaire de Hearst Limitée 

Caisse populaire de Kapuskasing Limitée 
Caisse populaire de la Vallée 

Caisse populaire de Mattawa Limitée 

Caisse populaire de Mattice Limitée 

Caisse populaire de Noélville Limitée 

Caisse populaire de North Bay Limitée 
Caisse populaire de Pointe-aux-Roches Limitée 
Caisse populaire de Técumseh Inc. 

Caisse populaire de Verner Limitée 

Caisse populaire d’Orléans Inc. 

Caisse populaire Lasalle Inc. 

Caisse populaire de New Liskeard Limitée (La) 
Caisse populaire Nolin de Sudbury Incorporée 
Caisse populaire Nouvel-Horizon Inc. 
Caisse populaire Rideau d’Ottawa Inc. 
Caisse Populaire St. Charles Limitée 

Caisse populaire St-Jacques de Hanmer Inc. 
Caisse populaire Sturgeon Falls Limitée 
Caisse populaire de Timmins Limitée (La) 
Caisse populaire Trillium Inc. 

Caisse populaire Val Caron Limitée 

Caisse populaire Vermillon 

Caisse populaire Vision Inc. 

Caisse populaire Welland Limitée 


Leagues 

LAlliance des caisses populaires de l'Ontario Inc. 
Credit Union Central of Ontario 

Fédération des caisses populaires de l'Ontario Inc.(La ) 


ee ____ Deposit Insurance Corporation of Ontario 
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